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FOREWORD 


This report, World Economic Survey, 1961, is the 
fourteenth in a series of comprehensive reviews of 
world economic conditions published by the United 
Nations. It is issued in response to General Assembly 
Resolution 118 (II), in which the Secretary-General 
was requested to prepare an annual review and anal- 
ysis of world economic conditions and trends. The re- 
port is intended to meet the requirements of the Eco- 
nomic and Social Council and other organs of the 
United Nations for an appraisal of world economic 
conditions which may serve as a basis for recommen- 
dations in the economic field; it is also designed to 
meet the needs of the general public. 


The present report is the seventh in the series to 
contain a study of a particular problem in the field of 
economic development. Among the subjects examined 
in successive Surveys since 1955 have been a compre- 
hensive review of economic growth in the first post- 
war decade, balance of payments problems in relation 
to economic growth, inflation and economic growth, 
and post-war commodity trade and policies. Continu- 
ing the study of problems in the field of economic 
growth and development, the two Surveys which pre- 
ceded the present report analysed post-war experience 
and policies relating to investment and saving. As a 
sequel to these reports, the present Survey focuses at- 
tention on industrialization and economic _develop- 
ment. This study was also undertaken in the light of 
a request by the Committee for Industrial Develop- 
ment for a review of industrialization in under- 
developed countries during the past decade, and a 
preliminary version of chapter 1 was submitted to the 
Committee at its second session. Chapters ] and 2 of 
the present Survey, dealing with industrialization in 
under-developed and developed private enterprise 
economies respectively, both review the magnitude of 
recent industrial expansion and discuss its contribu- 
tion to general economic growth. The patterns of re- 
cent industrial growth, and the forces shaping changes 
in industrial structures, are also explored in both 
chapters. Chapter 1 closes with an analysis of prob- 
lems facing under-developed countries in the choice 
of industries, while chapter 2 reviews specific problems 
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and policies relevant to industrial growth in advanced 
countries. In chapter 3, rates and patterns of industrial 
development in the centrally planned economies dur- 
ing the past decade are described; particular attention 
is paid to the relationship between industrial devel- 
opment and the growth of foreign trade among these 
countries. The chapter emphasizes the special charac- 
teristics of industrial development programmes in the 
centrally planned economies. 


Part Il of the Survey examines recent trends in the 
world economy. Chapter 4 provides an analysis of the 
recent situation in the industrially advanced private 
enterprise economies, special attention being paid to 
the recovery in North America and to the slackening 
of economic growth in western Europe and Japan. 
Chapter 5 reviews recent events in the primary pro- 
ducing private enterprise economies in the light of the 
divergent trends in industrial countries. An assessment 
of the economic outlook at the beginning of 1962 is 
given for both these groups of countries; this is based 
largely on replies by Governments to a questionnaire 
on economic trends, problems and policies circulated 
by the Secretary-General in November 1961. Chapter 
6 provides an account of recent changes in the cen- 
trally planned economies. 


The Introduction to the Survey reviews recent in- 
dustrial experience and policies in the light of their 
significance for economic growth and development. 


The basic data used in the Survey are, in general, as 
published in governmental or  inter-governmental 
sources, or as officially reported to the United Nations 
and its specialized agencies. The significance of the 
figures may vary from country to country, depending 
on the statistical concepts and methods followed and 
on the structure and development of the national econ- 
omy. For this reason, the compilation of international 
statistical tables requires that attention be given to 
any important elements of non-comparability or quali- 
fications attaching to the data; these are usually shown 
in the tables of this report or in the publications of the 
United Nations and of the specialized agencies that 
contain the basic data from which many of the tables 
have been prepared. 


EXPLANATORY NOTES 


The following symbols have been used in the tables throughout the report: 


Three dots (...) indicate that data are not available or are not separately 


reported 
A dash (—) indicates that the amount is nil or negligible 
A blank in a table indicates that the item is not applicable 
A minus sign (—) indicates a deficit or decrease, except as indicated 
A full stop (.) is used to indicate decimals 
A comma (,) is used to distinguish thousands and millions 
Aslash (/) indicates a crop year or financial year, e.g., 1955/56 


Use of a hyphen (-) between dates representing years, e.g. 1953-1955, signifies 
the full period involved, including the beginning and end years. 


References to “tons” indicate metric tons, and to “dollars” United States dollars, 


unless otherwise stated. 
The term “billion” signifies a thousand million. 


Annual rates of growth or change, unless otherwise stated, refer to annual com- 


pound rates. 


Details and percentages in tables do not necessarily add to totals, because of 
rounding. 


Certain abbreviations have been used: EEC for European Economic Community; 
EFTA for European Free Trade Association; EPTA for United Nations Expanded 
Programme of Technical Assistance; FHA for Federal Housing Administration 
[United States]; GATT for General Agreement on Tariffs and Trade; IBRD for Inter- 
national Bank for Reconstruction and Development; IDA for International Develop- 
ment Association; IDB for Inter-American Development Bank; IMF for International 
Monetary Fund; ISIC for International Standard Industrial Classification of all 
Economic Activities; OECD for Organisation for Economic Co-operation and Devel- 
opment; OEEC for Organisation for European Economic Co-operation; SITC for 
Standard International Trade Classification. “Rhodesia and Nyasaland” stands for the 
Federation of Rhodesia and Nyasaland; UAR for the United Arab Republic. 


The term “Congo” refers to the Republic of the Congo (capital: Leopoldville). 


Where statistical presentation has rendered it necessary. “Malaya” has been used 
to designate the Federation of Malaya and Singapore; “South Africa”, the Republic 
of South Africa, South West Africa and the High Commission territories of Basuto- 
land, Bechuanaland and Swaziland. | 


The designations employed and the presentation of the material in this publication 
do not imply the expression of any opinion whatsoever on the part of the Secretariat 
of the United Nations concerning the legal status of any country or territory or of its 
authorities, or concerning the delimitation of its frontiers. 
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Introduction 


THE SIGNIFICANCE OF INDUSTRIALIZATION POLICIES FOR ECONOMIC 
GROWTH AND DEVELOPMENT 


Though production generally advanced in 1961, the 
year_was not notable for the vigour of its upward 
Bie Aa vevlewed in pave TL Gi hs prescar Sven, 
recovery from the recession in North America got 
under way towards the end of the first quarter of 1961, 
but this did not raise output for the year as a whole 
much above the level of 1960. In western Europe and 
Japan, the upswing in economic activity, which had 
begun in 1958, paused temporarily in the course of 
1961, and the rate of increase for the year as a whole 
was considerably below that of a year eartier-tn face 
of the mixed trends in industrial countries, exports of 
the primary producing countries rose only mdderately, 
while ee A dehcaitg Gommpine arene ier, 
tional trade underwent a further decline. In most of 
the centrally planned economies, though total output 
continued to increase at a high rate, the pace of ad- 
vance slackened; industrial production rose at a some- 
what slower rate while agricultural output either fell 
absolutely or increased only slightly, owing mainly to 
adverse weather conditions. In mainland China, agri- 
cultural production, which had fallen substantially in 
1960, failed to recover to any significant degree in 
1961; largely because of the agricultural situation, in- 
dustrial expansion was also brought to a halt. 


In the industrial countries, expectations at the begin- 
ning of 1962 were moderately optimistic, based prima- 
rily on the continuation of recovery in North America. 
However, though production for the year as a whole is 
fully expected to reach a considerably higher level than 
in 1961, the earlier and more confident estimates have 
subsequently been scaled down. Production in the 
United States during the first quarter of 1962 ad- 
vanced only marginally over the preceding quarter, 
owing to a deceleration in the rate of growth in final 
demand; fixed investment, however, which fell in the 
first three months, is officially expected to recover and 
to contribute heavily towards sustaining demand in the 
later months of the year. In western Europe and Japan, 
the weakening in the rate of growth in domestic de- 
mand apparent in 1961 is expected to continue during 


the current year primarily because of a slackening in 
business expenditure on plant and equipment. Tn_the 


primary producing countries, 1962 is expected to be 
another year of limited growth in export earnings; 
srhule Sapovts to North America should respond to the 
continued recovery, their rate of expansion to western 
Europe and Japan may again decline. 


An important element contributing to current eco- 
nomic trends in all countries is the pace of industrial 
growth. The significance of industrialization for eco- 
nomic growth, however, is best seen in the perspective 
of a broad span of years. Such a review, which forms 
the content of part I of the present Survey, is of par- 
ticular relevance in relation to the problem of eco- 
nomic development in the under-developed countries. 


INDUSTRIAL DEVELOPMENT: EXPERIENCE AND POLICIES 


Today there is almost universal agreement that in- 
dustrialization has a major role to play in the eco- 
nomic development of the under-developed countries. 
It is a familiar fact that the great gap in per capita in- 
comes that divides the developed and under-developed 
countries at the present time is broadly paralleled by a 
similar disparity in the structure of their economies; 
the former are diversified, and largely industrial, econ- 
omies, while in the latter, production is confined pre- 
dominantly to agriculture. Few today share the more 


sanguine view held in earlier decades that national 
specialization in primary production could, through 


foreign trade, lift levels of income i ively 
than domestic industrial growth Based largely on the 


experience of the nineteenth century, when industriali- 
zation and high rates of population increase in western 
Europe called forth a rapid growth in exports of pri- 
mary products from the rest of the world, this view— 
never wholly convincing—has been rendered even less 
acceptable by the changed economic conditions of the 
present day. As rising levels of per capita consumption 
have gradually transformed the composition of de- 
mand for goods and services and as _ technological 
changes have resulted in the more economical use of 
new materials or the creation of synthetic substitutes, 
the growth in import demand of the advanced areas 
for most primary products has lost the momentum of 
earli¢r deca s behind the 
growth in their domestic incomes and output. In any 
event, when cognizance is taken of the magnitude of 
the problem of under-employment and low produc- 
tivity confronting most under-developed countries, it is 
clear that foreign trade, no matter how favourable the 
trends in external demand, cannot constitute the sole 


road to economic development. 
fea enema 


What the ultimate objective of under-developed 
countries should be, is clear enough: it is to construct 
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sndustrial economies as diversified as those which now 
exist in the advanced countries. While this may seem a 
distant aim in most under-developed countries, there is 
little doubt that it must constitute a final outcome of 
economic development. In the economic history of the 
countries which have already emerged as modern in- 
dustrial economies, few facts are more striking than 
the tendency of all these countries to develop roughly 
similar Structures of industrial production. Each of 
these countries, it is true, has certain industrial charac- 
teristics peculiar to itself; its industrial structure has 
been influenced by such factors as its natural resource 
endowment, the role of foreign trade in its economy, 
the accidents of history or the particular genius and 
tastes of its people in the field of manufactures. But 
much more impressive than the differences among 
countries is the fact tha T tfredin- 


dustrial structures in which each of the main branches 
of industrial production is invariably represented. 


But while there is now almost universal agreement on 
the importance of industrialization there is still much 
debate regarding the proper pattern of industrial de- 
velopment. It is often suggested that the pattern of in- 
dustrialization in under-developed countries should be 
guided primarily by considerations arising from the 
relative scarcity of capital and labour in their econ- 
omies. At first sight, these considerations appear to be 
highly relevant; since labour is relatively plentiful and 
capital is relatively scarce, it would seem that the de- 
velopment_of consumer goods industries, which are 
generally identified as labour-intensive, is most con- 
siste mati ializa- 
tion. 


It is salutary to insist that the advantages of inter- 
national specialization should not be neglected. But it 
is even more important that industrialization should be 
seen in its proper light as a dynamic process. Because 
labour is relatively more abundant than capital in 
under-developed countries, it does not necessarily fol- 
low that their industrial and economic development is 
best served by concentration on industries that are pre- 
dominantly labour-intensive. It is true that this is a 
possible solution to the question of what constitutes 
the optimum allocation of resources in given demand 
and supply conditions. But such a solution cannot be 
freely applied to the problem of industrial and eco- 
nomic development, since development amounts ex- 
actly to a process of transforming the prevailing de- 
mand and supply conditions. : 


In the real world, the proportions in which labour 
and capital are available represent only one of the dif- 
ferences between developed and under-developed coun- 
tries affecting their relative costs of production in alter- 
native industries. In the industrial sectors of these two 
groups of countries, the qualitative differences in their 
productive resources are hardly less important. Com- 
parative costs are much affected by ‘ 


ey 


such thines as the 


the ¢ ed countries of advanced 
technical skills, the economies of large-scale production 


and the pervasi ternal economies. But these 
are advantages which are acquired only through indus- 
trial and economic development. Thus, if some con- 
sumer goods industries which are labour-intensive cur- 
rently appear to be the most competitive in under- 
developed countries, this is as much because of the 
early stage of their industrial growth as of the present 
proportions in which labour and capital are available. 
Precisely because industrial growth has not advanced 
sufficiently in volume and diversity, the innumerable 
internal and external economies which alter the quality 
and raise the efficiency of productive resources are not 
present throughout all branches of industry. In other 
words, it is through industrial growth itself, and the 
broad diversification of industrial output which. is in- 
separable from growth, that prevailing demand and 
supply conditions and, consequently, the whole struc- 
ture of comparative costs, are subject to a gradual 


transformation. 
pee Reise 


There is, it may be noted, nothing inconsistent be- 
tween the emergence of similar industrial structures in 
an ever-widening group of countries on the one hand 


plentiful su 


and international specialization on the other. Far from 
having been inimical to trade, industrial growth in the 


developed countries has been associated with a con- 
tinuous_expansion in their exchange of manufactured 
goods. But it is worth observing that the pattern of 
trade between these countries has been based 


as not 


broad division of la 

trial p 

products. 
——— 


« While a balanced and diversified industrial structure 
should be the general aim of under-developed coun- 
tries, this does not mean that the order in which indus- 
tries are developed is without special significance. On 
the contrary, the current pattern of industrial invest- 
ment is crucial to the rate at which the volume and 
diversity of total industrial output can be increased 
over the years. More generally, the current allocation 
of resources among industries is of strategic impor- 
tance to the pace of economic growth. 


s. has 
bour by m 


It is an essential element in policies for economic 


development that efforts 4e made to raise the rate of 
investment as swiftly as 


vossible; and this implies a 
continuous increase in supplies of investment goods 
relative to total commodity supplies. In most under- 
developed countries at the present time, however. by 
far the greater part of the goods required for capital 
formation is not produced at home but is purchased 
from the developed countries. Clearly, if domestic in- 


dustrial growth were not oriented towards the aim of 
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continually augmenting the supply of capital goods, 
the pace at which the volume of available capit&t goods 
could be increased would be largely set by the rate of 
growth in traditional primary commodity exports. And 
since, for the under-developed countries as a whole, the 
trend in these exports exhibits only sluggish growth, 
efforts to raise the level of investment could be seri- 
ously impeded. 


This, however, does not necessarily mean that under- 
developed countries should invariably concentrate their 
resources on the development of domestic capital goods 
industries. On the one hand, the spread_of _import- 
substituting industries producing “Consumer goods or 
intermediate goods can release foreign exchange for 
imports of capital goods. And, on the-other hands the 
growth in foreign exchange receipts can be strength- 
ened by the promotion of industries producing manu- 
factures for export. 


It has to be recognized, however. that there are 
limitations on the extent to which these alternatives to 
the development of domestic capital goods industries 
can be exploited. In countries on the threshold of in- 
dustrial development the scope for import substitution 
of consumer goods or intermediate goods is generally 
considerable; certainly, the spread of such industries 
has often played a significant role both in initiating 
industrial growth and in enhancing the supply of 
capital equipment during the earlier phases of develop- 
ment. But it is obvious that the contribution of such 
industries must tend to diminish as the reduction in 
imports of consumer goods progresses in the course of 
industrialization. 


From a long-run point of view, it is an expanding 
trade in exports of manufactures that must constitute 
the main alternative, or supplement, to the development 
of domestic capital goods industries. The difficulties 
confronting under-developed countries in the initiation 
or enlargement of an export trade in industrial prod- 
lcts, however. are formidable. In most under-developed 

“countries, owing to the pattern of industrialization 
which has so far unfolded, it is mainly the products of 
the non-durable consumer goods industries that they 
are at present best placed to export. But these are not 
the manufactures for which demand in the developed 
countiies shows the greatest growth-On the contrary, 
as per capita incomes in these countries continue to 
rise, demand for such products advances only at a 
very moderate pace. It is true that exports from under- 
developed countries might nevertheless gather momen- 
tum if they could compete in price with domestic pro- 
duction in the industrial countries; and recent experi- 
ence in the textile trade leaves no doubt that it is quite 
within the capability of some of the under-developed 
countries to sell at highly competitive prices. But the 
very fact that the growth of demand in the advanced 
countries is sluggish, and that their domestic industries 


are therefore comparatively stagnant, has stiffened 
ey, 


local opposition to such competition from under-devel- 
oped countries. Fears of the prospective volume of ex- 
ports from the under-developed countries, however, 
tend to be easily exaggerated; and it is very doubtful 
whether the requisite domestic economic adjustments 
would be large, particularly by comparison with those 
implied in the major revisions of commercial policy 
already undertaken or proposed. 


Penetration of the markets of industrial countries 
would certainly be easier if exports consisted more of 
final durable goods or intermediate producer goods for 
which the income elasticity of demand is relatively high 
in these countries. But this, of course, presupposes a 
more diversified industrial structure—embracing, in 
particular, the engineering and chemical industries— 
than currently exists in most under-developed coun- 
tries. Further, even as industries producing these types 
of manufactures increase in number, they may provide 
a suitable basis for the expansion of exports to the in- 
dustrial countries only among those classes of products 
in which quality or design is not of first importance. 
It is, indeed, important to remember that the difficulties 
of developing an export trade in manufactures with 
advanced countries are much more than a question of — 
the availability of exportable supplies or of price. Dif- 
ferences in levels of per capita income and in stages 
of industrialization between under-developed and ad- 
vanced countries are often associated with substantial 
differences in the quality acceptable in domestic mar- 
kets. This, however, would be less of an obstacle to the 
growth of trade in manufactures among under-devel- 
oped countries themselves, though such trade may not 
increase their capacity to import capital goods from the 
developed countries. 


These considerations do not mean that export promo- 
tion can be brushed aside as an alternative to the de- 
velopment of domestic capital goods industries; an 
expanding volume of imports from the industrial coun- 
tries is too important for the economic development of 
under-developed countries to allow of any neglect of 
opportunities for increasing exports. They do, however, 
emphasize that specialization in a few industries for 
export is not a substitute for the growth of a diversified 
domestic industry. The normal basis for the develop- 
ment of an export trade in manufactures is the emer- 
gence of industries primarily oriented around the 
domestic market. 


Export-promoting industries, import-substituting in- 
dustries or domestic capital goods industries are not, 
of course, mutually exclusive alternatives. From a 
realistic point of view, it is not unlikely that more or 
less concurrent development of all three classes of 
industry will usually prove to be the most effective 
strategy of industrialization. The relative role of each 
will necessarily vary with the particular economic 
circumstances of individual countries as well as with 
their current phases of industrialization. However, 
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so long as the aim of under-developed countries is to 
raise their levels of investment as swiftly as possible, 
the guiding principle is clear: it is that those industries 
should be preferred, which, in relation to the scarce 
resources employed, will contribute most towards in- 
creasing the prospective supply of capital goods. 
When it is remembered tHat the first sustained ef- 
ts to found modern industrial communities. have 


for 

heen undertaken in most under-developed countries 
only since the Secon orld War, thefrecent rates of 
increase in industrial output described in chapter’ | 
appear to be moderately e ging. In some two- 
atari eee eer countries for 
which data on production are available, annual rates 
of increase in industrial output during the nineteen 
fifties amounted to 5 per cent or more. In some of 
these countries, however, special circumstances, such 
as delayed recovery from war devastation or the ces- 
sation of civil war, favoured high rates of growth dur- 
ing the period; and it has also to be remembered that 
many entered the nineteen fifties with very small in- 
dustrial bases. 


Commonly, it has been governmental action, as much 
as market forces, which has stimulated and strength- 
ened recent industrial growth in the under-developed 
countries. Such action has frequently extended beyond 
measures to induce greater private industrial invest- 
ment; in numerous countries, for example, govern- 
ments have engaged more or less directly in the“estab- 
lishment of new factories, particularly among the 
producer goods industries where the initial capital re- 
quirements are heavy. However, in so far as any 
generalization can be made about so diverse a group 
of countries, it may be said that the main emphasis 
of governmental policy has generally beer placer on 
measures designed to stimulate or facilitate private 
industria nvestment. e prevailing tendency has 
been to confine direct public investment to such basic 
facilities as PAGE ond Transport smal to olloe treet 
inducements to private investment in manufacturing 
industry, partly through monetary and fiscal policy 
but mainly through the manipulation of external com- 
mercial dnd exchange policy. 


Tariffs, multiple exchange rates and import controls 
have been devices much used by governments to en- 
courage domestic industrial investment. While these 
measures have frequently served other purposes as 
well, their effect has been to erect protective barriers 
behind which home production could become profit- 
able. Thus, the widening of the domestic market 
through the growth of domestic income and expendi- 
ture has often not been as important a condition of 
new industrial investment in under-developed coun- 
tries as has the readiness of governments to extend 
protection to new industries. Since a substantial pro- 
portion of domestic demand for manufactures has been 
customarily met through imports, protective measures 


have created a widening market for domestic manu- 
factures independently of the pace of expansion in 
total domestic demand. Therefore, it is not surprising 
to find that, as noted in chapter 1, the growth in 
domestic output of manufactures in undefSeveloped 


countries has’ advanced more than proportionately 
with the trend in domestic demand for manufactures. 

Given the willingness of governments to apply pro- 
tective measures and the buoyancy of domestic demand 
in most countries, there has generally been no lack 
of incentives for industrial investment in recent years. 
In most countries, it is the scarcity of resources avail- 
able fo¥ the Tormation of new productive units im the 
industrtat fietd; and not the tack-of private oF public 
initiative, that currently restricts the rate of industrial 
growth. Over relatively short periods, industrial output 
can be expanded through fuller utilization of existing 
productive capacity, and, paradoxical though it may 
seem, under-utilized capacity, at times, has reached 
sizable proportions in many under-developed countries. 
But, though ways to exploit existing capacity to the 
fullest possible extent deserve much more attention 
than they generally receive, this does not alter the fact 
that, over the longer run, continuous increases in 


industrial output necessarily meat? that more and Tre€ 
new factories have to be-estabtshed-amtbhrought into 
operation. On occasion, the rate of formation of pro- 
ductive units has been limited by the scarcity of tech- 
nical skills or raw materials or by the lack of the basic 
facilities necessary to sustain manufacturing activity. 
But, much more commonly, it has been the volume of 


resourceS available for investment in industry that 
ne? 


has been most persistently in short supply. 
ee ee eee as ee 


It is true that, in relation to aggregate levels of in- 
vestment, investment in industry, particularly when 
industry is defined to include basic facilities as well 
as manufacturing production proper, has been gen- 
erally quite high in the under-developed countries. As 
noted in chapter 1, even in the early nineteen fifties, 
industrial investment commonly accounted for one- 
third or more of total investment, and this proportion 
usually increased further during the decade. However, 
if the absolute level of industrial investment, rather 
than its share in total investment, is considered, the 
situation is much less reassuring; this is particularly 
so when it is borne in mind that in most countries, 
it has been basic facilities rather than the manufactur- 
ing industries which have generally absorbed the 
larger part of the scarce resources avaiteble for in- 
dustrial investment. 


The problem of raising the level of industrial in- 
vestment obviously merges into the larger issue of 
the level of total investment. The experience and prob- 
lems of under-developed countries concerning their 
efforts to raise levels of aggregate investment and 
saving have been analysed at some length in the two 
preceding issues of the World Economic Survey; it 
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need only be restated that if adequate levels of in- 
vestment are to be reached in the years to come, 
greater efforts will have to be made to set aside a 
higher proportion of the annual increase in total out- 
put for this*purpose. 


In under-developed countries however, attempts _to 


raise the rate of domestic saving may not, in them- 
selves, be sufficient to realize a higher rate o ee 
formation. t cannot be taken grante 

measures are applied to restrain ae rate of increase 
in domestic consumption in relation to the growth 
in total productive capacity, it will be possible to 
raise the rate of capital formation by the increased 
margin of capacity over consumption. Only if the 
increase in investment expenditure over consumption 
expenditure evokes a corresponding change in the 
composition of supplies from consumption to invest- 
ment goods will this be true. But, in most under- 
developed countries, since domestic capital goods in- 
dustries are as yet of negligible or, at best, modest 
proportions, a substantial proportion of the goods 
necessary for investment must be purchased from 
abroad; im fact, imported supplies of capital equip- 
ment currently account for about 30 to 40 per cent 
of total domestic investment in most countries. And 


there can be no assurance that measures to ine oe 


domestic consumption in Tel in 


total uctive 
responding increases in the suppty on exchange 


For the ee countries as a group, the 
rate at which their total foreign exchange receipts in- 
crease is almost entirely outside their own control, 
since it depends on the trend in world demand for 
their primary commodity exports. Total foreign ex- 
change receipts of these countries have, of course, 
been supplemented increasingly during recent years 
by inflows of foreign capital, but by far the greater 
part of these receipts continues to be derived from the 
export earnings of primary commodities. And it is 
unfortunately the case that the rate of growth in 
world demand for internationally traded primary 
commodities has, for reasons analysed in the World 
Economic Survey, 1958, generally been sluggish. Dur- 
ing the nineteen fifties, for example, the export trade 
of under-developed countries as a whole increased _at 
an annual rate of 3.6 per cent, or about one-half of 
the rate at which exports from industrial countries 
advanced. Owing, moreover, to the deterioration in 
the Terms of Fade of under-developed countries, the 
purchasing power of their exports rose at an annual 
rate only stightty above 2 per cent. 


It would be expected that, with the progress of in- 
dustry in under-developed countries, it should become 
increasingly feasible to expand foreign exchange earn- 
ings through the development of an export igade in 
manufactures. During the past decade, however, the 
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contribution of industry towards the expansion of 
exports has generally been very small. While exports 
of manufactures and semi-manufactures from the 
under-developed countries did increase in volume at 
an annual rate of about 4 per cent during the nineteen 
fifties, their absolute value in relation to total export 
proceeds was small. The impact of industrialization 
during the past decade on the export com 

of most under-deve 9 


negligible; raw mate- 
als: 


still dominSte-the tends in their total exports. 
In ie -Tonger-Fum—n0-toubr ineuanial develocment 
can be expected gradually to transform the export 
structure of most under-developed countries; it is some 
indication of this that, even at the present time, ex- 
ports of fully manufactured articles play a larger part 
in the total export trade of the more industrialized 
of the under-developed countries than in that of the 
less industrialized countries. And while exports of 
manufactures are still dominated by textile products, 
there is some evidence in recent years of the initia- 
tion of trade in the simpler types of metal products 
and of miscellaneous consumer goods. 


; crude an 


processec 


If industrialization has as yet contributed little to 
the expansion of total foreign exchange earnings, the 
. . . as 

spread of domestic production in ee of im- 


ported manufactures has generally apprecia 


“effects in conserving the supply of Taree ree 


available for imports of capital go T capital goods. Through the 


growth of import-substituting industries, the constraint 
on the rate of growth in investment imposed by the 
sluggishness in the trend of foreign exchange receipts 
has been somewhat relaxed. It is in partial reflection 
of this that, while total imports into under-developed 
countries have. commonly expanded at-am-ammatrate 


not exceeding 3 per cent, imports of capitat-goods 
have generally advanced at a rather quicker pace. 
The Growth of Industry W-underdeveloned counties 
has, of course, not been confined to import-substituting 
activities, and the effect of industrial growth in per- 
mitting substitution of imported manufactures has 
generally been partially offset by increased require- 
ments of imported supplies of industrial raw mate- 
rials. Nevertheless, industrialization, at least among 
the industrially less afvanced of the under-developed 
countries, has usually made an appreciable contribu- 
tion to enlargemeént of the potential supply of capital 
goods. It 1s estimated in chapter al, in a number 
of these countries, it gave rise during the nineteen 
fifties to net savings in foreign exchange equivalent 
to 50 per cent or more of the level of capital goods 
imported in the early years of the decade. In the 
industrially more advanced countries, however, the 
role of import-substituting industries in the growth 
of total manufacturing output was usually of much 
less importance. In these countries, the establishment 
and expansion of industries producing consumer goods 
or intermediate goods in replacement of current im- 
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ports had already taken place to a substantial degree 
before the decade opened. This implies that, in contrast 
to the industrially less advanced countries, the rate of 
increase in imports of capital goods could not be 
much further accelerated by means of import sub- 


stitution. 


Owing to the structural rigidities in the economies 
of under-developed: countries, the extent to which in- 
dustrial growth has taken the form of import-substitut- 
ing industries, export-promoting industries or domestic 
capital goods industries, has clearly been of crucial 
importance to the pace at which they could raise their 
levels of domestic investment. This obviously means 
that it is from economic development policy as a whole 
that the main contours of industrial development policy 
should be derived. Since the current pattern of in- 
dustrial growth affects the prospective level of aggre- 
gate investment, national economic aims with regard 
to the future level of investment and rate of growth 
provide the framework within which a consistent in- 
dustrial development policy should be formulated. 


Consistency with general economic aims is not, of 
course, sufficient in itself to ensure that the resources 
available for industrial investment are employed to best 
advantage. Though countries may have similar eco- 
nomic objectives, the distribution of resources among 
industries which is best calculated to achieve these 
aims will necessarily vary with the particular economic 
circumstances prevailing in each country. Such factors 
as the availability of domestic raw materials for indus- 
try or of appropriate technieat-skitts;+the—seope for 
economies of scale within the plant or for the creation 
of external economies within the i nce 
the relative efficiency of resources in alternative proj- 
ects. This does not mean, however, that the diversi- 
fication of industrial output, which is inherent in the 
process of industrial growth has necessarily followed 
a pattern that is wholly unique to each country. One 
factor making for uniformity is the evolution in the 
composition of demand for manufactures which is as- 
sociated with economic advancement. There is a 
familiar tendency for the composition of consumer de- 
mand for manufactures to change in a broadly similar 
way in all countries as per capita incomes rise. Also, as 
countries advance from an economically under-devel- 
oped state, the sh re of investmen 


i total output in- 
variably increases, thus generating a relatively rapid 
expansion in demand 
in the early phases o 


or investment goods. However, 
industriahization through which 
most under-developed countries have been passing, the 
broad pattern of diversification in industrial output has 
been influenced not only by the changing composition 
of final demand, but also by prevailing supply condi- 
tions. These countries have begun to industrialize from 
a position in which a large proportion of domestic 
requirements for manufactures has been met through 
foreign trade. Thus, as pointed out in chapter 1, in- 


dustrial growth in its initial phases has consisted, in 
part, of the spread of production to new industries in 
order to meet existing levels of domestic demand; the 
sequence in which these industries, or broad types of 
industry, have developed, has been cofiditioned as 
much by circumstances on the side of supply as by the 
composition of demand. 


4 it may be seen in chapter 1 that, when the non- 


durable consumer goods industries as a group are com- 
pared_wit goods 


industries as a group, the latter clearly assume greater 


relative importance in the industriall vanced 
of the under-developed countries. In other words, as 
countries have advanced industrially, the latter grotip 
of industries has tended to expand at a more rapid pace 
than the former group. But it is not only in the pattern 
ofgoutput that industrialization at earlier and later 
stages of development differs. The types of industries 
also tend to differ in the nature and extent of their 
interdependence with each other. In the earlier-phases 
of industrialization, the types of plants which have 
been established usually depend little on other plants 
or industries either for the materials which they use in 
production or as markets for their products; their 
materials are derived largely from other sectors of pro- 
duction, such as agriculture or mining, and their prod- 
ucts are sold directly to final consumers or to other 
sectors of production. It is usually when the initial 
phases of industrialization have been passed that the 
continued diversification of industrial output has begun 
to spread into industries where the interrelation among 
plants is more complex. In other words, associated with 
the growth and diversification of industrial output has 
been a gradual change in industrial organization: the 
character of industrial growth has shifted from the 
establishment of congeries of relatively unrelated 
plants or industries to the more organic evelopment 


of whole complexes of interdependent plants. 


While industrialization in a few under-developed 
countries has begun to assume a less atomistic char- 


acter, in none of these countries do industrial strue- 
tures yet approach the complexity typical of deweloped 
private ise economies. Indeed, as reviewed in 
chapter 2, industry in the developed private enterprise 
countries is such an integral part of the whole economy 
that industrial and general economic growth merge al- 
most inseparably into one another. While industry is a 
strategic sector in the under-developed Countries be- 
cause of its leading role in the transformation of the 


whole economic structure, it has largely lost such sep- 


arate sienificance > developed countries. 


Manufacturing industry, however, is still the most 
dynamic sector in the economies of these countries. In 
almost all of the countries reviewed in chapter 2, the 
share of manufacturing output in gross domestic 
product rose during the nineteen fifties: the increase 
was more noticeable among the countries recording 
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relatively high rates of increase in output. But the 
change in the share of manufacturing industry was 
generally not large, and, indeed, it may well be that, 
at least among the most advanced countries. the mag- 
nitude of future changes will tend progressively to 
diminish as the service industries tise mn relative tin- 
portance. 


While, during the nineteen fifties, the rate of in- 
crease in manufacturing output in the developed, 
private enterprise economies as a group averaged 
about 5 per cent per annum, the diversity in experi- 
ence among individual countries was considerable. 
Whatever the tempo of expansion in total manufac- 
turing output, however, the direction of change in the 
broad structure of manufacturing production has been 
similar in practically all countries. 
whole constellation i 
the ‘general heading of engineering and chemical 
industries, has been the most dynamic group, while 
such branches of production as the food, textiles, 
clothing and leather industries have exhibited the 
least Srowth. This no more than reflects the broad 
similarity among countries in the pattern of change in 
final demand as well as the fact that they share a com- 
mon technology and benefit together from the same 
technological advances. In almost all of these countries, 
the demand for investment goods has risen in relation 
nal demand, and, with rising per capita in- 
comes. private consumption expenditure has generally 
shifted in favour of durable goods. Further, since the 
direction of change in final domestic demand has been 
the same in most countries, the pattern of change in 
external demand and, hence, in the export composition 
of each country, has also been similar. 


Generally, the 


This implies that it is not because of the poor per- 
formance of selected industries that rates of indus- 
trial growth as a whole have been much lower in some 
countries than in others; it is because the rates of 
expansion in all industries have been comparatively 
low. Thus, in contrast to the under-developed countries, 
the policies of greatest significance for industrial 
growth in the developed private enterprise econo- 
mies have not been measures designed to_alter the 
structure of industrial production or to accelerate 
growth in specific industries. Rather, they have been 
those monetary and fiscal policies of a general nature 
which havesafiected the rate of growth in aggregate 


ere the main preoccupa- 


demand. In those countries w 
tion of policy in recent years has been to maintain 
domestic price stability or to protect external balance, 
industrial growth has been more frequently subject to 
restraints. When industry has come to expect that 
periods of rising economic activity, as they enter their 
most profitable phases, will be damped down by policy, 
longer-run expectations and investment plans have been 
adversely affected. On the other hand, where policy 


has been more decidedly oriented towards the aim of 


maintaining high levels of aggregate demand and 
where the freedom of manceuvre has not been restricted 
by the precariousness of the external balance, indus- 
trial growth has generally been buoyant. 


Such policy, it should be noted, has not necessarily 
been inconsistent with the maintenance of domestic 
price stability. On the contrary, policies favouring high 
rates of growth in total output, through encouraging 
high rates of advance in productivity, 


ease the task of maintaining stabitity7 Tc prices 


growth in money incomes, this has nol necessarily 
assured stability in domestic prices and costs; 
slower rise in money incomes has sometimes been off- 
set by the damping effect of policy on advances in pro- 
ductivity. Experience in fact-indicates that, as pointed 
out in previous issues of the World Economic Survey, 
domestic price stability and rapid economic growth 
are not mutually exclusive alternatives but can, with 
the appropriate constellation of policies, be reconciled 
with one another. 


The developed private enterprise economies have 
not, in fact, generally pursued deliberate policies of 
industrial development similar to those found in many 
under-developed countries or in the centrally planned 
countries. The only policies of a comparable nature 
which these countries can be said to have followed are 
those relating to regional development. But even 
regional development programmes have usually been 
of a partial nature, consisting mainly in the creation 
of an adequate supply of basic facilities and social 
services in the under-developed region. Indeed, it is 
interesting to note that, even though there are vigorous 
business communities in these countries, the provision 
of such facilities has not always been sufhicient to 
generate industrial growth in the locality. More direct 
incentives, such as outright financial aid or subsidies 
of one kind or another, have also had to be offered to 
overcome the locational advantages of established in- 
dustrial centres. 


Of course, while governments of the developed 
private enterprise economies have generally not pur- 
sued comprehensive policies of industrial development, 
they have introduced numerous ad hag measures de- 
signed to deal with the problems arséing in specific 
industries or areas. Measures to assist depressed in- 
dustries in reorganization or modernization, to re- 
locate industries in depressed areas or to retrain work- 
ers thrown out of employment by technological 
advances are common. In addition to their significance 
for the social welfare of the community, such devices 
should be seen as easing the adaptation of the economy 
to changing economic circumstances and thus strength- 
ening its capacity for economic growth. But it is 
important to remember that they cannot be effective in 
achieving their social or economic ends if aggregate 
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demand is not sustained at adequate levels; it 1s perti- 
nent to note that depressed industries and technological 
unemployment have been more pressing problems in 
countries where over-all rates of economic growth have 
been relatively low than in countries where general 
economic conditions have been more consistently buoy- 


ant. 


Recent economic events in western Europe offer 
striking testimony to the fact that problems of adjust- 
ment to changing circumstances can be overcome with 
relative ease so long as they are encountered in condi- 
tions of sustained economic growth. It is one of the 
salient features of the experience of member countries 
of the European Economic Community thag ,the tariff 


reductions made so far have engendered no major 
; 1 tant 


reason has undoubtedly been the vigour of domestic 
economic growth in most of the member countries. In 
conditions of high and rising levels of domestic de- 
mand, domestic producers, faced with greater compe- 
tition from foreign products, have been confronted not 
so much with an absolute reduction in the size of their 
domestic market as with a diminution in their share of 
an expanding market. The danger of mounting excess 
capacity in specific industries, 1 words, has been 
largely warded off by the growth in total demand, 
Indeed, the expectation of widening markets ensuing 
from the creation of the Community has been an addi- 
tional incentive to new investment and the further 
expansion of productive capacity. 


Though, in their levels and composition of output, a 
number of the centrally planned economies now re- 
semble the developed private enterprise economies, the 
conditions in which post-war industrial growth was 
initiated were usually more comparable to those cur- 
rently prevailing in under-developed countries; these 
comparisons are evident from the study contained in 
chapter 3. Most notably, the economies of most of the 


centrally planned countries were still predominantly 
agricultural, and Jevels of investment in relation to 


total output were often comparatively low. Faced with 
the problem of developing their economies as swiftly 
as possible, these countries invariably made industrial- 
ization the mainspring of their economic plans. It is 
not merely that policies have been guided by the gen- 
eral and long-range aim of creating diversified indus- 
trial economies; more important, the central objective 
of initial plans has been the expansion of capacity in 
the capital goods industries. It has been a cardinal 
tenet of policy that, if resources can be concentrated 
for a period of years on the enlargement of capacity in 
these industries, the transformation of the whole 
economy will be more rapid and higher levels of living 
can be attained sooner. Though improvements in stand- 
ards of consumption must be forgone for some time, 
this brings closer the day when rapid economic erowth 
can eventually be sustained while increasing emphasis 


is concurrently given to the production of consumer 
goods. 


Clearly, execution of this policy has been consider- 
ably aided by the institutional characteristics of 
planned economies. Comprehensive control over wages 
and other income, on the one hand, and over the pro- 
duction of manufactured consumer goods on the other, 
have made it relatively easy to allocate a high propor- 
tion of resources to investment. Further, in the context 
of central planning, no question arises as to whether 
long-standing restraints on consumption would dampen 
the incentive to invest; expectations regarding the 
prospective demand for capital goods play no part in 
determining the rate at which these industries are ex- 
panded. But it should also be remembered that even 
some of the less developed countries in the group 
entered the nineteen fifties with considerably more 
industrial capacity than is possessed by many under- 
developed countries today, and the fullest possible use 
was made of existing capacity to establish or enlarge 
the capital goods industries. 


It is a mark of the high priority accorded to indus- 
trialization in the centrally planned economies that, 
during the nineteen fifties, some 40 to 50 per cent of 


total investment was generally allocated to industry. 


ivestment_ was generally a 
In these countries, as noted in chapter 3, industry is 


generally defined to include mining and power as well 
as manufacturing industry proper, but it is the latter 
which has absorbed the greater part of total industrial 
investment. As an outcome of the high levels of invest- 
ment, when combined with the ample supplies of 
labour available for industrial employment, industrial 
output in the centrally planned economies as a group 
increased during the nineteen fifties at the high annual 
rate of 13 per cent. 


Of necessity, the high level of investment—concen- 


trated as it was on the expansion o acity in heavy 


industry—entailed the imposition of rigorous restraints 
on personal consumption. It was, to a considerable 
extent, the converse of these facts that, by comparison 
with the very rapid strides made in industrial develop- 
ment, the performance of agriculture was generally 


quite poor. The restrictions on incomes deprived the 


peasants of incentives to increase production and the 


concentration of investment in heavy industry limited 
the supplies of equipment. fertilizers and other prod- 
ucts available to raise agricultural productivity. It was 
only in the later years of the nineteen fifties, when 
policy in most countries began to assign greater weight 
to the aim of raising levels of personal consumption, 
that the relatively low rates of growth in agricultural 
output came to the fore as a major problem. So long 
as personal consumption was held in check, it was pos- 
sible to achieve very high rates of mdustria growth 
even though this meant some postponement of agricul- 
tural development. In more recent years, in the face 
of the rising requirements for food and agricultural 
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raw materials, greater emphasis has had to be given 


to reducing the gap between levels of industrial and 
agricultural production. 


Of course, neither in industrial output nor in agri- 
cultural production were rates of growth the same in 
all the centrally planned economies. Nor were relative- 
ly high rates of increase in industrial output neces- 
sarily accompanied by relatively greater advances in 
total output. Though industry was invariably the main 
propulsive force behind the high rates of increase in 
total output, the differences among countries in rates 
of growth in agricultural output, as well as in the size 
of the agricultural sector, were sufficient to weaken the 
association between these rates. 


Among most of the centrally planned economies, the 
pace of advance in industrial output during the nine- 
teen fifties, in fact, varied within the range of 9 to 
14 per cent per annum. Some tendency was evident for 
the less developed countries in the group to record the 
higher rates of increase. More striking, however, than 
the differences among countries in their rates of ad- 
vance in industrial output has been the similarity in 
the main contours of their industrial growth. All the 
centrally planned economies have exhibited a strong 
tendency to move towards a broadly similar pattern 
of industrial output, in which heavy industry, par- 
ticularly the machine building and metal working in- 
dustries, assumes a dominant place. This tendency has 
been clearly inspired by the adherence to a common 
strategy for economic development. Since all countries 
have had the same aim of raising the level of invest- 
ment as quickly as possible, first priority has been 
given to the expansion of capacity in the capital goods 
industries. Thus, the sequence of development of the 
main branches of industry has been almost directly 
the opposite of that sometimes regarded as typical in 
developing countries: instead of industrial diversifica- 
tion radiating out from the consumer goods industries 
and reaching the capital goods industries only in the 
later stages, the creation of industrial complexes in 
the capital goods sector has been in the forefront of 
industrial growth. 


Generally, the output of producer goods industries 
has increased at considerably higher rates than output 
of consumer goods industries. But it is more significant 
that, in the less developed countries where the share 
of producer goods in total industrial production at the 
outset of the nineteen fifties was relatively small, the 
disparity in rates of growth between the two broad 
groups of industries has been appreciably greater than 
in the more developed countries. And a still more pro- 
nounced disparity has been evident in the case of the 
machine building and metal using industries. While 
their rate of growth in all countries exceeded the rate 
of expansion attained by industry as a whole, the rela- 
tive rate of increase was considerably higher in the 
less developed countries. Thus, by the end of the 
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decade, though the industrial structures of the more 
and the less developed economies were still markedly 
different, the disparities were considerably less than 
they had been in the early nineteen fifties. 


This tendency for all countries to move towards 
broadly similar patterns of industrial production does 
not imply that there has been a trend towards greater 
economic self-sufficiency, although this aim did exert 
some influence on policy in the earlier years. Trade 
among the centrally planned economies, in fact, in- 
creased at-an annual tate of 12 per cent during the 
nineteen’ fifties and, indeed; the economies of these 
countries were, if anything, more interdependent by the 
end of the*decade than they had been at the beginning. 
Without the broadening of trade, industrial growth in 
most countries would undoubtedly have been seriously 
impeded. Most of the countries are not richly endowed 
with natural resources, and accordingly, as domestic 
industry has grown, the demand for imported raw 
materials has generally risen strongly. Further, par- 
ticularly among the less developed countries, industrial 
structures have not been so diversified as to be capable 
of meeting the whole range of domestic needs for ma- 
chinery and equipment; imported supplies have, in 
fact, played a strategic role in initiating the growth of 
newly established heavy industries. 


No less striking than the growth in tota 
centrally planned economies has been the change in 
the Composition of thelt exports. In all of these coun- 
tries, machinery and equipment accounted for a rising 
share of total exports during the nineteen fifties. And 
this, it should be stressed, was as evident among most 
of the less developed countries of the group as among 
the more developed countries. The trends in export 
composition have thus generally tended to reinforce 


the shifts in industrial structures towards heavy in- 
dustry brought about to meet domestic requirements. 


This similarity in experience with regard to exports 
has its roots in similar demand and supply conditions 
affecting foreign trade. Since all countries have em- 
phasized the expansion of investment in their plans, 
each country has been confronted with an export mar- 
ket in which the most dynamic element has been the 
demand for machinery and equipment; engineering 
products have thus offered the best prospects for a 
rapid growth in exports. But also, computed domestic 
costs in relation to foreign prices have tended to favour 
production of these goods for export. World prices 
are utilized in the foreign trade transactions of these 
countries and, in face of these prices, it has generally 
proved to be a more efficient use of productive re- 
sources to divert a rising proportion from primary 
production to manufacturing industry, especially the 
engineering industries. 


Particularly noteworthy is the success enjoyed by 
the less developed countries of the group in enlarging 
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their trade in manufactures. This could obviously not 
have been achieved had the structure of industrial pro- 
duction in these countries not been undergoing rapid 
transformation. But the policy of economic co-opera- 
tion within the group was also a necessary condition 
of success. In agreeing to satisfy the preponderant part 
of their import requirements through trade with each 
other, these countries, in effect, established an inte- 
erated trading area. Difficulties that might otherwise 
have arisen because of inability to compete in the 
quality or design of products were removed. Of course, 
the fact that the economies of these countries are all 
centrally planned also eased the task of expanding the 
exchange of products; uncertainties regarding the 
adequacy of foreign demand or the competitiveness of 
prices were absent. But the existence of an integrated 
trading area among a group of countries which had 
embarked upon broadly similar programmes of in- 
dustrial development has, in itself, strengthened and 
accelerated industrial growth. By virtue of these con- 
ditions, the less developed countries have come to rely 
less on foreign aid, being able to finance their rising 
import requirements mainly through exports. 

It would be erroneous to conclude, however, that 
the foreign trade policies pursued by the centrally 
planned economies throughout the past decade have 
been consistently directed towards exploitation of the 
advantages of international specialization. In the ear- 
lier post-war years, when industrial development plan- 
ning was still new to most of the centrally planned 
economies, there was a general tendency to determine 
the deployment of resources among industries almost 
exclusively on the basis of national needs regarding 
the composition of supplies. Certainly, in planning in- 
dustrial development, each country had to take account 
of its deficiencies in natural resource endowment or 
in current industrial production and of the consequent 
need for imports of materials and equipment. But the 
fact that these deficiencies had to be made good 
through foreign trade did not necessarily mean that 
the planning of the industrial structure was deliberate- 
ly modified to exploit the advantages of international 
specialization. There was an apparent inclination to 
cast planning in the autarkic mould, which had been 
shaped in the Soviet Union during its years of isolation 
in the inter-war period, and not enough attention was 
paid to the fact that the circumstances of other coun- 
tries, as regards their size and the diversity of their 
natural resources, were quite different. In the course 
of the decade, however, much closer scrutiny has been 
given to the advantages that may be gained through 
international specialization; aided by the accumula- 
tion of experience in planning techniques, these ad- 
vantages have come to be more systematically explored. 

It is fully recognized that efforts to reproduce in 
every detail the structures of industrial production 
prevailing in the most advanced economies may result 
in a less efficient use of resources than could be 


achieved in a setting of international co-operation and 
co-ordination of plans. But it should be stressed that 
it is among products within the main branches of in- 
dustry that international specialization is seen in the 
centrally planned economies to offer advantages. There 
is no suggestion that there should be specialization by 
such broad categories of industry as capital goods and 
consumer goods or by major sectors of production, 
such as industry and agriculture. Adaptation in the 
structure of industrial production to take fuller advan- 
tage of international specialization is acceptable only 
if it furthers national aims regarding the rate of eco- 
nomic growth and the achievement of a balanced in- 
dustrial economy. Given the low rates of growth in 
external demand and the unfavourable terms of trade 
facing the traditional consumer goods and primary 
products, specialization by these broad categories in 
foreign trade could not secure the expanding flow of 
capital goods necessary to fulfil domestic investment 


plans. 


Clearly, the general aims and problems of the cen- 
trally planned economies have been similar in many 
respects to those now prevailing in the under-developed 
countries. Perhaps the most important lesson to be 
learned by these countries from the experience of the 
centrally planned economies is that the pattern of in- 
dustrial development should be consistent with the 
objective of the community regarding the prospective 
rate of investment. Of course, both the institutional 
and the economic differences between the two groups 
of countries mean that the experience of the one can- 
not be applied without qualification to the other. In 
the private sectors of the under-developed countries, 
the volume of investment is necessarily linked, through 
the inducement to invest, to the expected rates of 
growth in final demand: varying with the size of the 
private sector, this will modify the investment experi- 
ence of these countries. The problem of restraining the 
rate of increase in domestic consumption so as to en- 
large the margin of saving available for greater capi- 
tal formation also represents a more formidable task 
for the under-developed private enterprise economies. 
Moreover, the industrial sectors of many under- 
developed countries are at much earlier stages of de- 
velopment than was true in most centrally planned 
economies when they began to concentrate resources 
on the expansion of domestic capital goods industries. 
And, in countries on the threshold of industrializa- 
tion, it is less certain that resources would not be better 
deployed in the establishment of consumer goods in- 
dustries which would replace imported products. It 
is at least clear that, because of the present structure 
of their economies, the foreign trade sector in under- 
developed countries is of crucial importance for their 
early progress in industrialization. Because they lack 
most of the more complex engineering industries, their 
ability to import machinery and equipment is critical 
to the pace at which these countries can hope to raise 
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their domestic investment and diversify their industrial 
structures. Even if domestic capital goods industries 
must become the main source of supplies in the future, 
imports of machinery and equipment are currently a 
necessary condition of the rapid growth of these in- 
dustries. By enlarging their capacity to import, foreign 
loans and grants make a_ substantial contribution 
towards relieving the constraint on economic develop- 
ment that arises from the imbalanced industrial struc- 


ture of under-developed countries. But foreign aid can 
never be more than a supplement to the foreign ex- 
change which under-developed countries earn from 
their own exports; if they are to be able to strengthen 
their foreign exchange earnings through exports of 
manufactures, this will require not only continuing 
efforts on their own part but also a greater willingness 
on the part of developed countries to allow access to 
their domestic markets. 


Part I 


INDUSTRIALIZATION AND ECONOMIC DEVELOPMENT 


Chapter 1 


INDUSTRIALIZATION FOR ECONOMIC DEVELOPMENT 
IN THE UNDER-DEVELOPED COUNTRIES 


The role of industrial development in economic growth 


4 In the two centuries since the industrial revolution of total domestic output in the lowest-income countries, 
rst began to change the techniques of manufacturing while industry contributes slightly less than 20 per cent 
production, country after country in the northern half (see table 1-1 y contrast, in the high-income indus- 


of the world has emerged from the status of a pre- trial countries, these proportions are quite the reverse; 


dominantly rural society to take its place as a modern industrial production amounts, on the average, to about 
industrial economy; and through this transformation, 49 Peo ont oi iota cutpulwiske asncalureanne 
these countries have all won greatly improved standards ing together add only 13 per cent. This great disparity 
of living for their peoples. While a few under-developed between the two-groups of countries is rie primarily 


countries have histories of industrial development to the difference in the role which manufacturing pro- 
stretching back several decades, many have only recent- duction plays in total economic activity. It is ae that 
ly begun to establish industrial nuclei and none have with the growth of factory production and the related 
reached the advanced stage typical of many northern trend towards urbanization, the industries providing 
countries. In face of the great benefits yielded by a high basic facilities, such as transport, power and water, 
degree of industrialization, it is small wonder that all also contribute a rising proportion to total domestic 


of the under-developed countries today are intent upon output. In the industrial countries, for example, the 
advancing their economies along the path of industrial share of basic facilities in total output is about 11 per 
growth. cent; whereas in the Iowest-income under-developed 


countries, it is On er cent. But this doubling 
in the relative importance of basic facilities is to be 


compared with a trebling in the share of manufacturing 
industry; from 11 per cent in the lowest-income coun- 
tries, it rises to 32 per cent in the industrial countries. 


That the countries with the highest per capita in- 
comes are highly industrialized and that the poorest 
countries have predominantly rural societies are facts 
of economic life which hardly demand extensive sta- 


tistical demonstration. In the present day, primary pro- 
duction accounts, on the average. for about 47 per cent There is no dispute that the great disparities which 


Table 1-1. Industrial Distribution of Gross Domestic Product, Averages for Countries Grouped by Levels 
of Per Capita Income, 1950-1959" 


(Percentage) 


Commodities and basic facilities 


Industry 

Per capita income Primary 
group Manufac- Basic Construc- pro- Services Total 

Tosal turing Sfacilities® tion duction 

Under-developed countries:” 

Bet Licas thea S125) 102 .slwOeebeaey 19 ul 5 a7 33 100 
Te ee tOIpZAO ee ae fei a ns fleet wee 25 14 6 5 40 35 100 
Udi PAS TWA pk aM IG Mees oe tet ee Nee SPEER SRO 26 16 6 5 30 45 100 
BY Bad fey ARM ECON Cre 2 orgs o'e & ait, 2 2s 2 he # 28 17 6 5 27 46 100 
High-income industrial countries®......... 19d 32 1] 6 13y 3W 100 


Source: Division of General Economic Research and Policies of > For list of countries in each per capita income group, see 


the United Nations Secretariat, based on data from Statistical table 1-2. ~ > my 
Office of the United Nations, Yearbook of National Accounts ¢ Transportation, storage and communication, electricity, gas 
Statistics and Monthly Bulletin of Statistics; from United Nations, and water. el 

Economic Bulletin for Latin America, vol. V, Statistical Supple- 4 Agriculture and mining. 


© Countries with per capita income of more than $800. This 
group includes Belgium, Canada, Denmark, the Federal Republic 
of Germany, France, the Netherlands, Norway, the United King- 
dom and the United States; Sweden is excluded because of lack 
of data. 


ment, November 1960 (Santiago); and from national sources. 


a Simple arithmetic mean of ratios for individual countries, 
renerally for 1950-1951 and 1958-1959. For differences in time 
yeriod, see footnote 6 to table 1-2. 
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Table 1-2. Industrial Distribution of Gross Domestic es by Country, Average for 1950-1951 and 
1958-19 


(Percentage) 


ee EE 


Commodity production and basic facilities 


some Primary 
Per capita income group eae Coe et Total Servines 
ae country© Total eee cds struction dociion 
Group I a 29 
: 6 i) 51 71 
Ora ev eee eee eRe eee cae Oe fete oe ee 20 6 - 7 
Pangan Vika. a. 0h ee ont 19 i 6 ea 
Indonesian nee oat eaees eee foes a 3 : es 
i {ahs See ee LO Amos as Ge Ali 4. A, 42 59 

oem Olt IM@WES. oe oc Que o aca ce re : Py, 6 38 

Ae A oe ee RO ee ee are 4 : | : 
United (Arab Republics. = «t2:).20s eee: + : 3 ae 9 = 
1 J) ue ‘ ‘ 9 
Fee Ne hs Are ae ? jigs ae AG 
Congo (Leopoldville) pass nts occ 25 8 5 a i 
Isla siall ra lee eee sete eee ne essphicy emoreau 19 4, 2 oC 59 : 

(Pac Wes Recreate ae eeapatneen ection eae rere er sir i : 50 oy 3) 
[Ee ee ab Nea ni aaa Me er AN 26 7 a 36 62 38 
Claitman(MeriiaiM)ac.o gon ened ewecs one eee 30 i 5) 34 64 36 

Group II ; be : 
Rhodesia and Nyasaland............... 26 8 8 46 be 

TRlovadliigSs ag oc oco aur oceboocdanbenuce 20 6 4 6 d 5 
Ta oN ae A aL te CR 25 9 5 56 61 39 
ip neeee ere ee 20) 2 6 3 50 50 
Turkey . . : eink Ae ye Neda 24, et fy 49 73 27 
[SI Seilwevilves nnceousahoecooacmaaco des oy) 2 7 40 62 38 
Pbilippiiiessy a> emma Hate aria 20 4 3 3 60 40 
Beuad OTe pee oe ee ee 25 6 3 40 65 35 
IMIOROGC OMe Raney fret conc seunens Bae ner eR eran eu: 24 1] i 41 65 al 
Colombiaseree, ee ec es: 26 | g {1 68 33 
IBY DAN SAGE oat, Su eo, Sa er arena he oa 34. 8 2; 26 60 40 
Group III , Be 
Panatina setae tng pee ee ee ear ene eh, 20 4 4, 25 15 55 
Gostashicape en sere rn Te ae ran ta 18 4, 3 42 60 39 
ara Cae es Teen eee Ann ee eae nero sill 8 11 Pas 56 44, 
iy pets Rett eae ic wha PA Oe 24 7 1 7 60 40 
Ge liand oie em tee i den ee ae: vA 5 3 39 61 
Greecepue ree: hele Ae Ree (Romer Soe 32 8 1 34. 67 33 
Nex oneteein eto, ene ee ee 28 5 2 25 se 48 
SOwitou WHAT. oun ce boen eda ens gee eooe 32 8 27 39 4l 

Group IV = 
WEN AVEVATIGIIENS sao REND A OL at Nemes eee ae 23 6 1 38 61 = 39 
Trmidad and: Tobagow.-tviece 8 ok. Sects 23 6 3 4 70 30 
(Gi iilebetoresra eet oe hat. oe tot eee ee 26 6 2 2 l 4 1 53 
POICHD MW, conc ocabenaenacnacaens oe 34, 6 19 53 47 
ATCA RTY Rea ae RANE oe DEN eLCar eee ree 28 ae 6 20 18 52 
Steel tek, exec a, SO aA Note eee oer 38 9 4 1 50 50 
Ireland pyrer sees, tun te eee me ee ee Die : De ae 30 57 43 


Source: See table 1-1. 

* Definitions and coverage of items vary somewhat among 
countries. For Chile, India, Indonesia, Israel, Pakistan, South 
Africa and the United Arab Republic, data refer to net domestic 
product; for Lebanon and the Philippines, they refer to net 
national product. 

Manufacturing industry includes electricity, gas and water in 
Indonesia and Pakistan; mining, construction, electricity, gas 
and water in India and Ireland; mining in Costa Rica and Israel: 
construction in South Africa; forestry in Argentina. For Congo 
(Leopoldville), it excludes the building materials industry, which 
is included with construction. ; 

Basic facilities, unless otherwise stated, refer to electricity, 
gas, water, transportation, storage and communication. : 

Mining includes the production of non-ferrous metals from 
ores in the Congo (Leopoldville) and petroleum refining in Mex- 
ico. For Panama, mining is included with construction. 

Services include transportation, storage and communication in 
the United Arab Republic, India, Algeria and Morocco: elec- 
tricity, gas and water in Peru, Honduras, Brazil. Panama. Costa 

ica, Mexico, South Africa and Chile; sanitary services in 


Rhodesia and Nyasaland and Trinidad and Tobago, 


Estimates are derived from data in current prices, except for 
Brazil, El Salvador, Honduras, Mexico, Panama, Peru, Tunisia 
and Venezuela, where the published data are available only in 
constant prices. 


> For the following countries, the period differs from that 
stated: India, Pakistan and Puerto Rico, 1950/51-1951/52 and 
1958/59-1959/60; Algeria, Chile, Ecuador, Honduras, Lebanon, 
Mexico, Panama, Peru and Tunisia, 1950-1951 and 1957-1958; 
Burma, 1950/51-1951/52 and 1957/58-1958/59: China (Tai- 
wan), Indonesia and Trinidad and Tobago, 1951-1952 and 1958- 
1959; Ceylon, 1952-1953 and 1958-1959: Moroceo, 1951-1952 
and 1957-1958; the Republic of Korea, 1953-1954 and 1958-1959; 
Rhodesia and Nyasaland, 1954-1955 and 1958-1959: Kenya and 
Tanganyika, 1954-1955 and 1958-1959: the United Arab Republic, 
1950-51 and 1955-1956; Israel, 1955-1956 and 1958-1959, 


* Countries have been grouped according to the annual average 
of their per capita national incomes in 1957-1959: group I: less 
than $125; group II: $125 to $249; group III: $250 to $374: group 
IV: $375 or more. Within each group, countries are ranked in 
ascending order of the share of manufacturing industry in gross 
domestic product. 
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xist between the industrial and the under-developed 
‘ountries in levels of per capita income are related to 
heir wide differences in structures of production. 
Nevertheless, the relation is a rather loose one. Among 
he under-developed countries themselves, for example, 
here are numerous instances of countries which have 
elatively high per capita incomes but relatively low 
hares of industry in total output (see table 1-2). This 
mly demonstrates that the level of per capita income 
s not solely determined by the degree of industrializa- 


1on. tt Is a famitiar fact, for example, that some Cotum- 


ries have achieved relatively high per capita incomes 


yy virtue O ir Natural resource endow- 
nent; = i export of primary com- 


nodities, they have exploited the strong advantage 
vhich they enjoy in international trade as a means of 
‘aising their levels of income. In recent history, the 
learest examples are the petroleum exporting coun- 
ries. Thus, tw S res, trinidad and Vene- 
mela, fall into the highest-income group shown in 
able 1-2; and in both instances it is petroleum extrac- 
ion rather than manufacturing industry which is the 
lominant sector. 


Tt is only for a small minority of countries, however, 
hat ee reais ora lotion has offer 
)rincipal way of substantially improving their material 
velfare. imary commodities exported by most 


ae . 
mder-developed countries have been much less fa- 


‘roured by world demand than has petroleum. During 


he last decade, for example, the volume of exports 
rom the under-developed countries expanded at a rate 


yf 3.6 per cent per annum, which was less than three- 
ifths of the ra strial 
ountries increased (see table 1-3). Moreover, since the 
inder-developed countries also experienced a deterio- 
ation in their terms of trade, the purchasing power of 
heir exports advanced between 1950-1951 and 1959- 
960 at only 2.2 per cent per annum. The forces under- 
ying the relatively slow expansion in world trade of 


primary commodities have been analysed at length in 
an earlier World Economic Survey and need not be 
restated here.1 What is most relevant to note in the 
present context is that, even apart from any other con- 
siderations in favour of industrialization, the trends in 
world trade in primary commodities are such as to 
make the expansion of production for the domestic 
market an imperative for the attainment of higher 
levels of living. For many countries the rate of increase 
in population alone has exceeded the rate of expansion 
in import capacity. 


Other considerations besides the trends in world de- 
mand for exports are, however, of prime importance in 
accentuating the need for industrial development in the 
under-developed countries. Even if countries have 
natural resources in strong world demand, the case for 


1See United Nations, World Economic Survey, 1958 (Sales 
Noss Oi Cals 


Table 1-3. Indices of Export Quantum of Devel- 
oped and Under-developed Areas, and Terms of 
Trade of Under-developed Areas, 1950-1951 to 
1959-1960 


Rate of change 
(percentage 
per annum) 


Index, 1959-1960 
(1950-1951 =100) 


Item and area 


Export quantum 


NWIOEL Ge! cee = ersusmemeettorcys cis ave 163 5.6 
Developed areas”. 22... Wt 6.2 
Under-developed areas... . 138 3.6 

Terms of trade® 
Under-developed areas. ..... 88 —1.4 


Source: Division of General Economic Research and Policies 
of the United Nations Secretariat, based on data from the Statis- 
tical Office of the United Nations, Monthly Bulletin of Statistics. 

a Excluding eastern Europe, mainland China, North Korea and 
North Viet-Nam. 

b North America, western Europe, Australia, New Zealand, 
South Africa and Japan. 

© Ratio of unit value of exports to unit value of imports. 


Table 1-4. Distribution of Economically Active Population, Averages for Countries Grouped by Levels 
of Per Capita Income, Recent Census Year* 


(Percentage) 
NANI —— eR ————————— 


Commodities and basic facilities 


Industry 


eye L f alee ervices pee i Total 
iad the Total peas foclities Bie 2 a ‘ 
-developed countries :° 

aaa sa be b SLI a age Seah sere B 9 o 2 69 15 3 me 
LOT CAO ae ac ae ete > 16 1] 3 3 64 17 3 i 
WIGS PS Oto Sie ae ener iree Pi 13 4 4, 50 25 4 ee 

Ie $375 or mores e.os.. se. 3 29 18 6 4 3 36 4 
44 29 ii W 19 SD 2 100 


ligh-income industrial countries. . 


Source: Division of General Economic Research and Policies of 
ne United Nations Secretariat, based on data from International 
abour Office, Yearbook of Labour Statistics (Geneva). 

a Simple arithmetic mean of ratios for individual countries. 
or definition of sectors, see table 1-1. 


b Including activities not adequately described in the census 
and, in some cases, unemployed persons and persons seeking 
work for the first time. 

¢ For list of countries in each per capita income group, see 
table 1-2. 
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industrialization is seldom lessened. The great majority 


of the under-developed countries today are faced _with 


widespread under-employment as well as with rapidly 


expanding populations. 1 heir peoples subsist_in pecak 


and growing numbers on the land, employing primitive 
techniques and working within the confines of inefh- 
cient forms of agricultural organization. To achieve 
fuller utilization of the increasing labour force, a rising 
proportion of the working population has to find em- 
ployment in non-agricultural pursuits. This, if may be 
noted, is again a familiar characteristic of economic 
development. In the process of growth, a continuing 


redistribution of the labour-force—amromethe-sectors of 
production-takes_ptace;-the proportion of the tabour 


aan 


force engaged in primary production decreases while 
that absorbed by industry increases (see table 1-4). 


The importance attached to industrial development 
by no means implies, however, that the other sectors of 
preduction can be neglected and that attention can be 
wholly concentrated on industry. A tendency to single 
out industrialization as the one road to economic bet- 
terment was sometimes evident in the earlier post-war 
years, but today it is seen in clearer perspective as but 
one element, though a principal one, in the broader 
task of economic development. The larger aim is to 
raise levels of productivity throughout all the com- 
modity sectors of production. The accumulation of 
capital and the application of more efficient productive 
techniques are the means through which this is 
achieved; in the long-run, these should be diffused 
throughout the economy and not confined to single 
sectors. 


It is in this broader context that the strategic role of 
industrial development is best appreciated. For, if both 
economic growth and industrial development are found- 
ed on investment, it is also true that the rate and pattern 


of industrialization is, in turn, strat®eic to the rate of 
analysing recent rates and patterns of industrial devel- 
opment in the following sections, it is one of the 


purposes of this chapter to trace these interrelations in 
more detail. 


THE DIMENSIONS OF RECENT INDUSTRIAL EXPANSION 


Manufacturing output has been expanding quite 
rapidly in most under-developed countries in recent 
years. Indeed, since 1950 the rate of expansion in these 
countries as a group has exceeded the corresponding 
rate in the industrially advan 4 sequent- 
ly, as may be seen from the following table, the share 
of the under-developed countries in total manufacturine 
output outside the centrally ptanne nomies a 
ee from I5 per cent in 1950-to~ I7 per Cent in 

960. 


Though the annual rate of growth between 1950- 
1951 and 1958-1959 ranged as low as one per cent in 


Growth and distribution of manufacturing output, 


by area 

Item and area 1950 1960 

Index of growth: 
Under-developed ATGaa se , ee 100 189 
Developed areas*.0 <y <2). a2 nes 2G% 100 163 
Percentage distribution: ‘i 
Under-developed areas.........--- 15 iy 
Developed areag®..:.. 7. :-3 #)-2e—- 85 83 
Torat 100 100 


Source: Division of General Economic Research and Policies of 
the United Nations Secretariat, based on data from Statistical 
Office of the United Nations, Statistical Yearbook and Monthly 


Bulletin of Statistics. 

@ Australia, Austria, Belgium, Canada, Denmark, the Federal 
Republic of Germany, Finland, France, Italy, Japan, Luxem- 
bourg, the Netherlands, New Zealand, Norway, South Africa, 
Sweden, Switzerland, the United Kingdom and the L nited States. 


Argentina, it is indicative of the emphasis govern- 
ments have generally placed on the acceleration of in- 
dustrial growth that in more than two-thirds of the 
countries for which information is available, the rate 
amounted to 5 per cent or more: indeed in one-fifth of 
these countries it equalled or exceeded 10 per cent (see 


table 1-5). 


The important part played by government policies 
in shaping the course of post-war economic develop- 
ment has been pointed out at some length in previous 
issues of the World Economic Survey. There is hardly 


a country in the less developed parts of the world where 


governments have not assigned prime importance to 


the @ sit é industriat sector in thet orts to 
raise levels of living. national plans or pré- 
grammes of economic development, governments in 
almost all under-developed countries have sought to 
increase the rate of industrial growth. Not only has 
industrial activity been expanded in the public sector 
of the economy, but an array of measures have also 


been commonly employed in these countries to stimu- 
late the pace of industrial investment and output in the 
private sector. These measures have included tariff 
protection for new industries, liberal commercial policy 
for the importation of machinery and essential raw 
materials, tax incentives and long-term loans at com- 
paratively low rates of interest.” 


It is notable that the rates of industrial growth have 
not shown any significant association with the relative 
stages of industrial development already reached by 
individual countries. Among the under-developed coun- 
tries, high rates of industrial expansion, for example, 
have beef recorded by some of the industrially more 
advanced countries as well as by a number of the indus- 
trially less advanced countries. It is true that the high 


? For a more detailed discussion of the role of government 
policies, see United Nations, World Economic Survey, 1959 
(Sales No.: 60.11.C.1), chapter 2, and World Economic ‘Survey 
1960 (Sales No.: 6L.IL.C.1), chapter 2. ‘ 
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Table 1-5. Relationship between Growth of Manufacturing 


Production and Growth 


of Gross Domestic Product, 1950-1951 to 1958-1959" 


Country 


Annual rate of growth 
(percentage) 


Manufacturing production as percentage 
of gross domestic product 


Manufacturing 


Gross domestic 1950- Change from 1950- 


production product 1951 1951 to 1958-1959 

Republic of Korea. ............... it ie 

Chima, “(Talwat)<. . 0isie sis... occa. ie 5 17 : 
Venezuela Ieee aoe felt ee Ie 8 9 D 
Brazil, Bree REY <aca9 0 SIS nasa. As Gael e irl 6 20 9 
BM re ie og sohe cae hs ong ose. i 6 tal BY 
Vemamiene ee Re ee a 10 : 

PSC Tg ee oe i a 9 i : % 
Rhodesia and Nyasaland. ............... 8 7 8 3 
Congo (Leopoldville) ................... 3 6 12 3 
peer oe 7 6 19 1 
RIES ARVACON MERI is ix eR. hock ook 7 5 2, 2 
NU rasee eer ry cet 8 ei 3 5 3 
LiTrAS WW 2k bree nee ape ee eee 6 9 24 —3 
Wu Or eI ie ces Sc asec e 5 6 8 12 —2 
fe” ca Sei a 6 6 10 aa 
(orn Girl oe, | re 6 5 14, 2} 
Peru ROE er ens Loin aro sa alone 2 6 4 16 2 
SDivaalecavel ee ee te 6 4 Wy it 
INE ee 2 oe ito es os. , 5 5) PA —— 
[DeSiavs rie eta 4 ae ee 5 5 14 — 
SST ae ee, Oe 5 5 IY) —1 
J GSaTy Te ee ant 8 eee Fy 5 11 = 
ee ee 3 4 34 3 
ALLSTON 2 eee ee 8 ie eee 4, 3 10 il 
incase eee ee 4 2 WS 2, 
UST I speghiyl Oo eg e  e 3 3 NH — 
OG ee ke Oe ees ee 3 3 15 == 
POE eS ee er ee 2 5 als) —3 
BGAN ESTE AE het REO TENT eee I Gp ale = 2 4A 9 —1 
| SRE ST Reptaheee A pannel eee 2, il Dil 2 
Pe OUNETIIFG Bae mes SPP ict hee P's il aa De) —| 


Source: See table 1-1. 


* Rates of growth of manufacturing production 
have been calculated generally from data for value 
added in manufacturing in constant prices. For 
China (Taiwan), Ireland, Rhodesia and Nyasaland 
and South Africa, they have been computed from 


rates in some of the industrially less advanced countries 
reflect, to some extent, the small size of the industrial 
base in the initial period. But this has by no means 
been the sole reason for rapid rates of advance, for the 
rates have been equally impressive in a number of the 
industrially more advanced countries where the share 
of manufacturing production in total output was al- 
ready comparatively high. For instance, in the nineteen 


fifties, the rate of industrial growth in Brazil, notwith- 


standing its relatively large industrial base, was almost 
as high as in Venezuela where the industrial base is 


comparatively small. Similarty, in Mexico and im Portu- 
gal; the rates of expansion in manufacturing were not 
different from those in some of the industrially less 


indices of gross value of manufacturing output; for 
these countries, the share of manufacturing pro- 
duction in gross domestic product has been calcu- 
lated from data in current prices. The time period 
for Thailand begins in 1952-1953. For other differ- 
ences in time period and definitions, see footnotes 
to table 1-1. 


advanced countries, such as Ecuador and Panama. 
Again, among the countries where the pace was mod- 
erate or slow, there were both industrially more ad- 
vanced countries, such as India and Argentina, and 
industrially less advanced countries, such as Tunisia 
and Indonesia. 


It is, of course, true that the high rates of industrial 
expansion in some of the under-developed countries, 
both more and less advanced, have been the outcome 
of special circumstances. For instance, in the Republic 
of Korea—the country with the highest rate of increase 
—the years 1950 and 1951 were a period of hostilities 
when scarcely any industrial activity was possible. It 
was only after the restoration of peace and through 
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substantial inflows of foreign funds that the industrial 
sector made gains. In China (Taiwan), the economy 
benefited from the large inflows of both funds and 
skilled workers. The rates of growth in Greece and in 
the Philippines, too, appear comparatively high because 
production in the early post-war years was adversely 
affected not only by the damage sustained during the 
Second World War, but also by subsequent domestic 
disturbances. 

Irrespective of whether the rate has been high or 


low, industrial expansion has been one of the principal 
factors contributing to the over-all economic growth in 
oat muerdeveloped caer aanieceniyean apie 
considerable variations in the relative importance of the 
manufacturing sector in the individual countries, the 
inter-country differences in the rate of growth of gross 
domestic product have, as is evident from table 1-5, 
broadly tended to reflect those in the exparision of 


manufacturing output. In fact, the countries in_the 
upper part of the table not only experienced relatively 
higher rates of growth in total output between 1950- 
1951 and 1958-1959, but also achieved, in general, 
substantially larger increases in the share of manufac- 
turing production in total output. Tn contrast, countries 
where the rates of growth of total output were relatively 
moderate or low have generally been those where manu- 
facturing output increased sluggishly. In such instances, 
the relative share of manufacturing production in total 
output often remained unchanged or in a few cases even 
declined. 


Table 1-6. 


It is evident from the relative magnitude of the 
changes in manufacturing output and in total output 
that the growth in the former has not simply repre- 
sented a response to increases in domestic income. 
Actually, in most countries the rate of industrial 
growth was tughete thal ie ae ne in 
domestic income, the difference being quite large in 
fact that domestic output, income and demand are 
linked with each other not only directly but also 
through the channel of foreign trade; to a considera- 
ble extent, the greater increase in manufacturing out- 
put than in¢domest#® income ensued from the expan- 
sion of importsubstituting activity. Indeed, as is 
discussed in a Jater section of this chapter, the process 
of impgrt substitution has been a principal mechanism 
through which the growth of industries in the under- 


developed countries has taken_ place. Viany import- 
substituting industries have been fostered in these 


countries as a matter of official policy in order to re- 
lease foreign exchange for importation of capital 
equipment and other essential goods. 


The disparity between trends in income and manu- 
facturing output in the under-developed countries is 
of primary importance because it draws attention to 
the important role played by supply conditions in 
determining the pace of industrial development. It is a 
familiar observation that the establishment or expan- 
sion of industries is dependent, in part, upon the 
adequacy of supplies from other producing sectors of 


Change in Gross Fixed Investment and in the Relative Shares of Invest- 


ment in Manufacturing Industry and Basic Facilities, 1950-1951 to 1958-1959" 


Annual rate 
of growth 


Investment in 
manu facturing 
industry and 
basic facilities 


Investment in 
manufacturing 
industry as 
percentage of 


of gross as percentage cf gross fixed 
Country fixed gross fixed investment investment 

investment —— — — = < ses 3 —— 

(percentage) 1950- Change from 1950- Change from 

- 1951 1950-1951 to 1951 1950-1951 to 

ie 1958-1959 1958-1959 
Exctlaclon ies ae 1S 34, 5 20 —?, 
Tadissene = (ope me wee 13 30 16 13 4 
@ OS e/g ieee 9 5 E : 
aoe (Raia). aa 12 42 13 18 j 
reece... -.. ds Healy Rae ara ae 10 50 ¥ 20 9 
Republic of Korea . 8 35 16 14. - 
Venezuela.......... 8 23 2 7 
ETC loaa eis ne ee i 36 7 | 9 

* ‘ 
Portugale Pee aia, eee 7 19 | 22 —2 
Rhodesia and Nyasaland... 5 32 9 9 4 
Jarnsicate es) ee 3 1 2 | 

Philippines.......... 3 30 12 21 5 
: 2 2 5 


Source: See table 1-1. 


ae Estimated from data in constant prices. For the 
following countries, the time period differs from 
that stated: India, 1951/52-1955/56 to 1956/57- 
1960/61; China (Taiwan), 1951-1952 to 1958-1959: 
the Republic of Korea, 1953-1954 to 1958-1959. 
Rhodesia and Nyasaland, 1954-1955 to 958-1959: 
Israel, 1955-1956 to 1958-1959; Ecuador, 1950. 


1951 to 1954-1955; Jamaica and t he Philippines, 
1956-1957 to 1958-1959. 

Basic facilities refer to electricity, gas, water, 
transportation, storage and communication. 

» Mining included with manufacturing indus try. 

© Construction other than of dwellings inclu ded 
with manufacturing industry. 

4 Basie facilities exclude transportation, storage 
and communication, . . 
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the materials and services utilized in current output. Of 
more fundamental importance than the matter of inter- 
industry relations, however, is the fact that industrial 


development presupposes the availability of productive 


resources for investment. Only if there is unutilized 


capacity in the economy is it possible to expand indus. 
frial output without additional investment Bur whil. 
unutilize +H tty-in the industrial 
sector of the under-developed countries is by no means 
unknown, the advances which can be achieved through 
greater exploitation of existing productive resources 
are clearly limited. In order to accelerate industrial 
growth, most countries have inevitably found it neces- 
sary to increase investment not only to modernize and 
enlarge existing capacity but a 
trial base of the economy. 


so to expand the indus- 


The widespread emphasis placed on investment in 
manufacturing and basic facilities in the under- 
developed countries during the past decade may be 
judged from table 1-6. Among the countries for which 
the data on components of investment are available, 
it is apparent that the proportion of total fixed invest- 


ment absorbed in these two sectors was quite high. 
Generally, the combined level amounted to one-third 
or more of total investment in the earlier years of the 
decade, and in most cases there were further substan- 
tial increases over the period. In the majority of 
countries, investment in manufacturing alone took 
about 15 per cent or more of the total. Even where 
the relative share of manufacturing investment de- 
clined during the nineteen fifties, the increase in such 
investment in absolute terms was still significant. 


INDUSTRIAL INVESTMENT AND FOREIGN TRADE 


The role of investment in promoting industrial 
growth draws attention to the crucial importance of 
foreign trade. Notwithstanding the increased pace of 
industrial growth during the past decade, the under- 
developed countries have still continued to rely heavily 
upon imports of capital goods to carry ou 1T-in- 
vestment programmes. Experience has stown—that, 
in’ these countries, the insufficient availability of im- 
ported machinery and equipment has often acted as 
a limiting factor to industrial expansion. It is per- 
tinent, therefore, to analyse the forces that have shaped 
the supply of these strategic goods. 


The extent to which countries have been able to 
meet their increased requirements of imported capital 
goods has depended upon the growth of their foreign 
exchange receipts as well as upon the changes in the 
level and composition of demand for imported con- 
sumer goods and raw materials. While the experience 
of individual countries has varied, the aggregate for- 
eign exchange receipts of the under-developed coun- 


tries have been predominantly affected by the trends 
of demand in -wortd markets rather than by domestic 
forces. Indeed, in some instances the expansion of 


domestic production of export goods has, in recent 
years, aggravated the imbalance between demand and 
supply in world markets, and has thus contributed to 
a deterioration in the terms of trade of the primary 
producing countries. Under these circumstances, gov- 
ernments have endeavoured not only to promote ex- 
ports but also to change the structure of their im- 
ports in order to be able to devote an increasing pro- 
portion of available foreign exchange resources to 
the purchase of imported capital goods so as to enable 
them to establish their own industry. The degree to 
which they have been successful has depended upon 
the scope and effectiveness of import policy as well as 
upon the trend in domestic consumption and_ the 
growth of import-substituting industries. 


The heavy dependence of the under-developed coun- 


tries on*imported capital goods for the execution of 
domestic investment programmes is cléarty—imdirated 
by the data shown in table I-7. Imported capital goods 
have generally amounted to 30 to 40 per cent of total 
investment, —amd—in—a—few—cases, the proportion has 
been substantially larger. It is true that the output 
of domestic capital goods industries in some under- 
developed countries expanded rapidly during the pe- 
riod under review. However, because of the relatively 
small size of such industries, domestic output was far 
from sufficient to meet total requirements. Moreover, 
in most countries the expansion was concentrated in 
the output of building materials and of simple types 
of equipment and accessories. Although steel produc- 
tion has been developed in a growing number of coun- 
tries, engineering industries capable of manufacturing 
major items of machinery have emerged only in the 
largest and industrially most advanced countries of 
the group, and even in these countries, dependence 
upon imports of most classes of specialized equipment 
and machinery has not been appreciably reduced. 


Whatever the growth in domestic production of 


capital gods, the under-developed countries have gen- 
erally not been able to reduce the 1m Lor 


their expanding domestic investment. con- 


trary, the shift in the pattern of investment in favour 
of manufacturing and basic facilities has increased 


goods. As may be seen from table 1-7, in the majority 
of-countries imports of capital goods increased be- 
tween 1950-1951 and 1958-1959 more rapidly than, 
or at least at the same rate as, domestic investment. 
Relatively large increases in the import content of 
domestic investment occurred not only in the in- 
dustrially less advanced countries, such as Ecuador 
and the Philippines, but also in the industrially more 
advanced countries, such as Ireland and Greece. Even 
in India where domestic output of the metal and en- 
gineering industries rose considerably, there was a 
moderate increase in dependence upon imported _capi- 
tal coods; this was the consequence of an acceleration 
of investment activity associated with a large shift in 
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Table 1-7. Ratio of Imports of Capital Goods to 
Gross Domestic Fixed Investment in 1950-1951 
and Change in the Ratio from 1950-1951 to 1958- 


19592 


(Percentage) 
ee 
Change, 
Country” 1950-1951 eae end 
Inelandeec nee gs ee eee 42 13 
Crecceree ee Ee ORE tare: Sl 10 
IUSUEGIR naan eacscenhnoundoc 26 8 
Ripples eee prise ee tee: 39 5) 
ltailarvdlae wean acne enone 34 3) 
Perino eee ee te 33 4 
IBTAZi Ree eee eee ce nee 26 4, 
Ghilehe on eee eee 30 3 
sacl aevearee ves tote eee 33 2 
CY Pruis ia. Aeesaests enteral Bee 48 3 
[nrc aee Meee enter ar. ae Cte 28 2, 
WEIGHTED. se cccnccsusnnavne Dill D} 
(Colombia eee a oe ao it 
(Clauinen (Ueiyeial)) oo ae bo ae aul — 
Llondiirasee ener te eee 36 = 
IPRTIRNAIE, ogene oomo eure oboe s 38 al 
Rhodesia and Nyasaland... ... 43 —l 
Ror tucalidan. pee, emma sain Nis _ 03 —l 
Syoitiln: ANTNCA oo on coy oncesance A By = 3 
PADOCTLING Me wepeacue yee ee tea IP) —4 
Mex Oe tren eo nr 41 —5 
IMGEOCCORM ORE EE ia erate: 38 == 
BITE, 4 o-0 606 bon oe eee Faso r 49 = Ih 
AGB OSA wo Orch Fay he eee Cee 40 —15 


Source: Division of General Economic Research and Policies of 
the United Nations Secretariat, based on data from Statistical 
Office of the United Nations, Yearbook of International Trade 
Statistics, and from national sources. 

® For the following countries, the period differs from that 
stated: Argentina, Colombia and Peru, 1951-1952 to 1958-1959; 
Greece, Ireland, Panama, Philippines and Portugal, 1952-1953 to 
1958-1959; Cyprus, 1953-1954 to 1958-1959; China (Taiwan) and 
Rhodesia and Nyasaland, 1954-1955 to 1958-1959; Israel, 1955- 
1956 to 1958-1959; Honduras, 1952-1953 to 1957-1958; Morocco, 
1951-1952 to 1957-1958; Turkey, 1951-1952 to 1959. 

> Countries are arranged in descending order of the change in 
the ratio of imports of capital goods to gross domestic fixed 
investment. 


the pattern of investment towards machinery and 
equipment under the second five-year plan. Only a few 
countries recorded significant reduction in the import 
content of domestic investment. In some industrially 
more advanced countries, such as Argentina, Mexico 
and South Africa, the expansion in domestic output 
of capital goods was apparently sufficient to displace 
imports on a significant scale. In other cases, notably 
Jamaica and Turkey, the dependence on imports was 
reduced as a result of a shift of investment towards 
construction and a sharp rise in the output of building 
materials. 


However, it is clear that the realization of an in- 
creasing volume of investment in the under-developed 
countries has generally continued to be conditional 


upon a corresponding expansion in imported supplies 
of capital goods. In these circumstances, the progress 
of industrialization has in large part depended on the 
erowth of import capacity, and the trend in receipts 
from merchandise exports has, in turn, very largely 
determined that in total import capacity. As noted 
earlier, the purchasing power of exports of the under- 
developed countries as a group advanced at an average 
annual rate of little more than 2 per cent. In fact, in 


Table 1-8. Annual Rates of Growth of Import 
Capacity and Total Real Imports, 1950-1951 to 
1958-1959" 


(Percentage) 


Import capactiy® derived from 


Merchandise exports, 
Country net services, Merchandise Total real 
5 donations and exports imports 
long-term capital 


China (Taiwan). .52. 2. 10 24 3 
Arriatca eee nee wae 10 8 
GIPEGE ae tee oe eee 10 10 12 
Vénezmiela............-- 10 8 10 
Panamaice es ee 9 5 4 
POriibal.. - 85 ans se cach oe 7 3 By 
Perec ress te ace aoe 6 2 3 
Sree ote ete 6 fi 6 
Avvemtina, Soc scene est 5 5 ] 
Reuaderssce ee ee 4 f¢ 7 
Chile 4 2 3 
Lndiass snack es 3508 aes 3 — 3 
Pia ppiness. cose s es sia 5 5 3 
SautimAtmesd ae see ee 3 5 3 
(hi eee re ene 2 — —2 
lvailarrdy deen eee 1 4 3 
Nexicde ent ac ee ee oe ] ] 3 
Rhodesia and Nyasaland. . . 1 —l] 2 
Colombia == 4-— ono. ees ] — ~~ 
Inéelamdwoi eee ee ] 2 > 
Bical, See. Geeta ee —_ | —2, —=] 
HondiiraSe. “6. ae. es —2 —] a 


Source: Division of General Economic Research and Policies of 
the United Nations Secretariat, based on data from Statistical 
Office of the United Nations, Yearbook of International Trade 
Statistics; and from International Monetary Fund, Balance of 
Payments Yearbook and International Financial Statistics (W ash- 
ington, D.C.). 

* For differences in time period, see footnote a to table 1-7. 

® Obtained by using import price index as deflator. 


two-fifths of the countries included in table 1-8, the 
annual increases in the import capacity derived from 
exports were even smaller. Although more favourable 
trends were experienced by some countries, such as 
Argentina, China (Taiwan), Greece and Israel, this 
was mainly an adjustment to the abnormal conditions 
which had adversely affected exports in the earlier 
post-war years. It was only in the petroleum producing 
countries or in countries with new export products 
that foreign exchange receipts exhibited a vigorous 
upward movement. For instance, in Jamaica, exports 


HAPTER 1. 


enefited from the recently initiated exploitation of 
auxite deposits; in Ecuador and Panama, from the 
acreased output of new banana producers, and in 


outh Africa, to some extent from the development 
f new mineral resources. 


In a number of countries, import capacity derived 
rom merchandise exports has been augmented by in- 
ows of foreign long-term funds in the form of either 
rivate investment capital or official loans and grants. 
his has reflected the growing importance of foreign 
articipation in accelerating domestic investment in 
he under-developed countries during recent years.® In 
ndia and Turkey, for example, foreign economic aid 
nd investments were virtually the only source of in- 
rease in total import capacity; and similarly in Pana- 
na and Peru, foreign capital contributed significantly 
o the growth of foreign exchange receipts. In contrast, 
elative or absolute reductions in the inflows of foreign 
apital or donations adversely affected the growth in 
he total import capacity of China (Taiwan), South 
Africa and Thailand. On the whole, however, the differ- 


3 For a more detailed analysis, see United Nations, World 
iconomic Survey, 1960, chapter 2, and International Flow of 
ong-term Capital and Official Donations, 1951-1959 (Sales 
Yo.: 62.1I.D.1). 
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ences among countries in the trends in their import 
capacity derived from merchandise exports have not 
usually been greatly modified by their diverse experi- 
ence with regard to receipts of foreign long-term funds. 


Rates of change in total import capacity have in 
turn set limits to the changes in the level of total im- 
ports of various countries; this relationship between 
import capacity and imports is indicated by the data 
in table 1-8. Broadly speaking, countries which re- 
corded relatively large increases in import capacity 
expanded imports more rapidly than did countries 
whose import capacity rose more slowly. Notable ex- 
ceptions were Argentina, China (Taiwan) and Turkey, 
where reserves had been depleted in the early nineteen 
fifties by large deficits on current and long-term capi- 
tal account. The Governments of these countries sub- 
sequently took steps to restrain the growth of imports 
in order to bring their external transactions into better 
balance. In these countries, as in the under-developed 
countries more generally, the burden of adjustment of 
external imbalance has fallen’on im orts, since tere 
has” been limited scope for influencing the course of 
import capacity itself. 


In most countries, total imports increased at an an- 
“omhCo 
oo 


Table 1-9. Annual Rates of Increases in Real Imports and Real Private Consumption, 
1950-1951 to 1958-19592 
(Percentage) 
Imports 
Country Capital Non-capital Private 
Total goods» goods consumption 
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Source: See table 1-7. 

a For differences in time period, see footnote a to 
table 1-7. ‘ De 

> Capital goods include the following SITC 
groups and sub-groups: 661, 68, 699, 7 (except 


732-01). In some cases, where the data are not 
available in sufficient detail, the coverage varies 
slightly. 


e Private and government consumption. 
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nual rate of 3 per cent or less, which was generally well 
below the rate of expansion in demand for imported 
capital goods. Many countries consequently endeav- 
oured to effect changes in the structure of their total 
imports in favor of capital goods. As shown in table 
1-9, in the majority of countries, imports_of capital 
eoods advanced more rapidly during the period under 
review than imports of other commodities, Goveérn- 
ments have usually applied exchange and import con- 
trols for this purpose, but the shifts in the composition 
of imports which can be brought about by the exercise 
of these controls have been circumscribed by the heavy 
dependence of the under-developed countries on im- 


ported suppl i I d I 


materials 


— 


ies of essential consumer goods and raw 
rhitrary changes in the composition of 1 


ports to increase the supply of capital goods could ad- 
versely affect domestic economic activity and consump- 
tion levels. The scope for manipulation has thus been 
closely related to the actual trends in domestic con- 
sumption and in the production of import-substituting 


consumer goods. 


The trends in domestic private consumption are 
shown in table 1-9. In the majority of countries, im- 
ports of non-capital goods rose less rapidly than domes- 


Table 1-10. Change in Relative Shares 


tic consumption and the import content of domestic 
consumption consequently declined. In most of the re- 
maining countries, the import content remained roughly 
unchanged. Notable exceptions were Jamaica, Peru and 
Venezuela, where it actually rose. Reductions in the 
import content of consumption may have taken place 
because of the substitution of similar domestic products 
for imports or because of shifts in the pattern of con- 
sumption away from the kinds of commodities generally 
obtained from foreign sources. Lack of data on the com- 
ponents of domestic consumption makes it impossible to 
assess the relative importance of these factors. However, 
some rough impression may be obtained from an exam- 
ination of changes in the relative shares of major items 
of non-capital goods imports. 


In table 1-10, changes in the relative shares of con- 
sumer manufactures, raw materials, fuels and food in 
total imports of non-capital goods from 1950-1951 to 
1958-1959 are shown for individual countries grouped 
according to changes in the import content of domestic 
consumption. No systematic pattern differentiating the 
experience of these three groups seems to emerge. How- 


ever, a common phenomenon was the reduction in the 
—— — . 


of Major Components of Non-capital Goods 


Imports, 1950-1951 to 1958-1959" " 
(Percentage) 
Consumer Raw 
Group and country” manufactures materials® Fuels Food 
Countries where import content 
declined 
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table 1-7. 
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hare of consumer 1 si -capital eoods 

co) 
mports, although the magnitude of change varied great- 
yamong countries and there were a few notable excep- 
ions to this trend. The operation of import controls, 
which generally discriminated against manufactured 
-onsumer goods, was no doubt partly responsible Tor re- 
luctions in the share of such goods. However, in many 
nstances the rapid expansion in domestic output of 
mport-substituting consumer goods also contributed to 
hese declines. This seems to be supported by the evi- 
tence that the declines have tended generally to be large 
in the countries at the earlier stages of industrialization. 
In the industrially more advanced countries, such as 
Brazil. India, Portugal and Mexico, where imported 
supplies of consumer manufactures are generally a mar- 
xinal element in total consumption, the scope for further 
reductions has been small. Exceptions to the general de- 
slines in the share of consumer manufactures have been 
Israel, South Africa and Venezuela. In Israel and South 
Africa, where domestic production of consumer manu- 
factures increased substantially, the rise in the share of 
imports ensued partly from shifts in the pattern of con- 
sumption towards high-income goods, such as automo- 
biles and some high-quality textiles. 


= 

Reductions in the share of consumer manufactures 
generally have had their counterpart i-imereases in the 
share of raw materials or fuels. The rising share-of fuels 
has reflected the substantial advances in consumption 
that have taken place in virtually all the under-developed 
countries. Since, in many cases, no domestic substitutes 
are available. fuel imports have, in fact, become a grow- 


ing burden on foreign exchange resources. 


The decline in the share of food in non-capital goods 
imports in most countries appears to have th, pre- 
dominantly the outcome of import substitution. _m Asia, 
there have been widespread efforts by governments to 
achieve self-sufficiency in food since the end of the 
Second World War. The agricultural development pro- 
grammes in some of the industrially more advanced 
countries have also been designed to reduce their de- 
pendence upon food imports by increasing domestic 
output of the staple foods, such as maize and wheat. 
This largely explains the decline in the share of food im- 
ports in Brazil, Israel, Mexico and South Africa. How- 
ever, Chile presents a notable exception to this general 
phenomenon, since the gap between domestic food pro- 


duction and consumption appears to have widened over 
the years. 


The preceding discussion shows that the experience of 
the individual countries with respect to changes in the 
import content of consumption does not readily lend 
itself to generalization. But the significance of these 
changes in the present context lies in their contribution 
to the capacity to import capital goods. As has already 
been shown, one-half of the countries included in table 
1-9 were able to increase their total imports at only 
moderate rates varying between 2 and 4 per cent per 
annum. Since these countries generally experienced a 
significant decline in the import content of consumption, 
the margin available for imported capital goods was ex- 
panded. However, in several countries, such as Brazil, 
Colombia and Turkey, total imports remained stable or 
even declined while domestic consumption showed an 
upward trend; in these circumstances the contraction in 
the import content of consumption, though substantial, 
did not prove sufficient to prevent a decline in capital 
eoods imports. By contrast, in countries which recorded 
the largest shift in the composition of imports towards 
capital goods, the import content of consumption did 
not necessarily decline. Indeed, in Ecuador, Greece, 
Jamaica and Venezuela, for example, imports of non- 
capital goods actually rose more rapidly than domestic 
consumption. Since these countries, however, were able 
to expand total imports rapidly, they were in a position 
to shift the structure of totalimports in favour of capital 
coods while maintaining the expansion in imports of 
consumer goods in line with the growth in domestic 
consumption. 


In summary, it may be said that, because of the 
relative absence of capital goods industries, the foreign 
trade sector has assumed particular significance ir the 
erowth of investment in the under-devetoped countries. 
The rate of expansion in domestic investment, particu- 
larly investment in manufacturing industry and basic 
facilities, has been limited largely by the ability to im- 


port capital eoods, which has, im turn, been determined 
Crrciaas ee in total import capacity and total 
ONS aie errr area eT Th ports of capital 
goods rose more than total imports; this was generally 
made possible by reductions in the import content of 
domestic consumption. But, on the whole, the quantita- 


tive importance of this factor has been less than that of 
the growth in import capacity. 


Patterns of industrial development 


While industrial development and general economic 
growth are interrelated in several ways, one of the most 
important links between the two is the level of invest- 
ment; and in shaping the supply of capital goods avail- 
able for investment, the foreign trade sector, as has just 
been discussed, plays a major role. 


Within this general framework, the pattern of indus- 


trial development has been of considerable importance, 
and it is to this that attention is now directed. The pat- 
tern of industrial development, as distinct from its rate, 
has itself been a determinant of the supply of capital 
goods; for this supply has depended, in part, on the ex- 
tent to which the pattern has favoured the development 
of domestic capital goods industries or, as alternatives, 
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Part I. INDUSTRIALIZATION AND ECONCMIC DEVELOPMENT 


import-substituting or export-promoting industries. 
Thus. the current allocation of resources among indus- 
tries is a factor influencing the prospective volume of 


resources for investment. 


Interest in the pattern of industrial development is, 
however, not confined to its general relation with the 
level of investment and economic growth as a whole. 
Within the framework of this relation, there is scope for 
considerable variation among countries in the particular 
types of industries which have been, or may be, devel- 
oped. And it is well worth exploring the extent to which 
the evolution in the types of industries established and 
expanded at different stages of industrialization has 
conformed to any pattern. For, an attempt to determine 
the reasons for the similarities or differences among 
countries in the structures and trends of their industrial 
output can suggest some of the considerations most 
relevant to the choice of industries. To this end, the 
present section compares the structures of manufactur- 
ing production obtaining in different countries during 
a recent year; this comparison is then supplemented by 
an analysis of trends in the composition of output over 
the last decade. 


STRUCTURES OF MANUFACTURING PRODUCTION 


In examining the actual patterns of manufacturing 
production prevailing in the under-developed countries, 
the immediate question that arises is whether there are, 
in fact, systematic differences among countries at differ- 
ent stages of industrialization. In attempting to answer 
this question, the under-developed countries for which 
recent data on the composition of manufacturing output 
are available have been classified into the two groups of 
more and less industrially advanced countries (see table 
1-11). The criterion employed for classification is pri- 
marily the share of manufacturing output in gross do- 
mestic product.t 


In addition, since there is also considerable interest 
in whether the economic size of a country, by virtue of 
the diversity of its natural resources or the size of its 
market, may affect its structure of production, countries 
have been roughly grouped into large and small, on the 
basis of their national incomes. It need hardly be said 
that the line of division in both classifications is some- 
what arbitrary. 


Certain fairly systematic differences do, in fact. 


4 This is not the only criterion which could have been used: 
others, such as the proportion of the economically active popu- 
lation engaged in manufacture, the per capita value of manu- 
facturing output or the share of manufactures in total eom- 
modity production, come to mind as possible alternatives. All 
are, to some extent, interrelated and there is no final argument 
in favour of one or the other; but the share of manufacturing 
output in gross domestic product or in total commodity pro- 
duction comes closer than a distribution of the economically 
active population to what is generally meant by the degree of 
industrialization and offers fewer statistical difficulties in inter- 
country comparisons than does the per capita value 


: of manu- 
facturing output. 


emerge when the structures of manufacturing production 
in the industrially more advanced and the industrially 
less advanced countries are compared. If the industries 
producing non-durable consumer goods are taken to- 
gether, their relative importance in total manufacturing 
output fends to be smaller in the more Indus Tialized 
countries than in the less Industrialized countries, and, 
as a Corollary, the industries manufacturing final and 
intermediate producer goods and durable consumer 
eoods tend to be of relatively greater importance_in the 
more industrialized countries.” In eight out of the ten 
countries included in the more industrialized group, the 
share of the consumer goods industries in total manu- 
facturing output is less than 70 per cent, whereas in 
the less industrialized group, their share exceeds this 
amount in thirteen of the seventeen countries. This 
broad difference between countries at more and less 
advanced stages of industrialization does not, moreover, 
appear to be significantly affected by the relative eco- 
nomic size of countries. While the number of countries 
included in each sub-group is rather small for firm 
generalization, the relative importance of the two broad 
groups of industries appears to vary more with the stage 
of industrialization than with the size of the country. 


In contrast to this evidence of some systematic differ- 
ence among more and less industrialized countries, a 
much less orderly picture emerges when attention is 
directed to the specific industries within the two broad 
groups. Despite the fact that a substantial degree of ag- 
gregation is still present in the industrial classes shown 
in the table, there is no evidence of systematic differ- 
ences among countries in the relative importance of 
most of these classes of industry. For example. the share 
of the food industry in total manufacturing output varies 
among the industrially more advanced countries from 
13 per cent in South Africa to 30 per cent in Ireland 
and Puerto Rico. And a similar diversity is evident 
among the less advanced countries: the industry’s share 
amounts to as little as 6 per cent in Rhodesia and Nyasa- 
land and to as much as 33 per cent in Burma. It needs 
no more than a glance at the table to see that this ex- 
ample coule be easily repeated with most other indus- 
tries, and if the analysis were carried below the present 
level of aggregation to more specific classes of industry. 
the diversity in relative importance of most industries 
might well appear to be even greater. 


The sole, and notable, exception to this general 
absence of any systematic relation among countries 
between the relative size of individual industrial classes 
and the stage of industrialization is to be found in the 
machinery and transport equipment industries. In all 


» For convenience, the industries producing non-durable con- 
sumer goods are hereafter referred to as consumer 
dustries, and the industries manufacturing mainly 
intermediate producer goods and durable consumer 
referred to as producer goods industries. It should always be 


remembered, however, that these are abbreviated and approxi- 
mate descriptions. 


goods in- 
final and 
goods are 
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Table 1-12. Composition of Final Demand for Output of Machinery and Transport 
Equipment Industries 


(Percentage) 
a ee ee ee ee Oe 


: Total private Change 
Country Year and public Fixed Exports in Total 

consumption investment stocks 
PICO UGS ele ees se 1950 Bost 606.4) 0.1 —2,2 LOO 
otal ete Be. Perse cake 1958 BY ere 34.4 7.9 b 100 
DERI OEE aerter che Molec ve. 53 1950 43.5 50.3 2, 4.1 100 


Source: See table 1-14. 
* Data refer to “all other uses’’. 
> Included in consumption. 


yut two of the more industrialized countries, the share 
e€ share 


of these industries accounts for 6 per cent or more of 
otal manufacturing output, whereas in only three of the 
ess industrialized countries is their share as much as, 
or more than, 0 per cent. Far ar significance attaches 
3) ese industries since, in combination with the in- 
lustries producing construction materials, they are the 
nain domestic source of capital goods. It should be 
noted, however, that output of these industries may in- 
slude durable consumer goods as well as capital goods. 
These industries manufacture not only such capital 
xoods as industrial machinery, electrical motors and 
ransformers, railway equipment and commercial road 
vehicles but also such consumer goods as sewing ma- 
shines, radios, passenger cars and bicycles. Comprehen- 
sive information on the relative importance of consumer 
and capital goods output is not available, but the data 
shown in table 1-12 for a few of the more industrialized 
countries are sufficient to suggest that, in the under- 
Jeveloped countries. the growth of these industries may 
have owed about as much to the development of con- 
sumer goods output as to that of capital goods. 


Two major facts emerge from this statistical com- 
parison of industrial structures: first, at the very broad 
level of aggregation in which industries are classified 
into the two groups of consumer goods and producer 
xoods industries, some systematic difference between 
more and less industrialized countries is apparent; 
second, at a more detailed level of analysis in which 
nore specific industrial classes are considered, there 
is an absence of any systematic relationship between 
he relative importance of most industries and the stage 
of industrialization. 


As regards the diversity in relative importance of 
specific industries, it is easy enough to restate a ceneral 
srinciple of economic theory which provides a satisfac- 
ory explanation, at least in comparison of countries at 
1 point in time. This is the concept of comparative cost 


which recognizes that, since countries all differ in the 


ich 


cage 


quality and quantity of the prod 
hey possess, it is generally to their advantage to en 
n international trade, exchanging the goods which they 


an produce with relatively greater efficiency for those 


n whose production they are relative ess_ellicient. 


The actual operation of comparative advantage in intro- 
ducing diversity into structures of industrial production 


is least difficult to trace in those branches ofmannufac- 
turing activity where natural resource endowment 18 an 
ee a hee 
are to be found among those industries processing raw 
materials which lose considerable weight or bulk in the 
early stage of manufacture. Countries endowed with 
such raw materials usually enjoy a strong comparative 
advantage in production for export of the processed 
commodity. Clear examples of such resource-oriented 
export industries are those which smelt and refine some 
of the major non-ferrous ores; it is these industries, for 
instance, which account for the relatively high share of 
base metals in the total manufacturing output of such 
countries as Chile, Mexico, Peru and Rhodesia and 
Nyasaland. While, in numerous other raw materials, the 
difference in transport costs between the processed and 
unprocessed commodity is not of significant proportions, 
much of the diversity in industrial structures neverthe- 
less still finds its origin in natural resources. » par- 
ticular resource endowment of each country hausually 
been an important factor influencing the pattern _ot in- 
fC ane en eT it has 
thereby contributed to the emergence of particular in- 
dustries with some comparative advantage in interna- 
tional trade. For example, the large share of the food 
industry in the total manufacturing output of Burma 
and Ireland reflects the presence of substantial indus- 
tries processing food for export; or again, the high pro- 
portion of output in Kenya and Venezuela accounted for 
by the industries classified as other producer goods in- 
dustries is explained by the processing for export of 
chemical raw materials in the former country and pe- 
troleum refining in the latter. 


It has to be admitted, however, that the operation of 
the principle of comparative cost in giving rise to diver- 
sity in industrial structures can only be traced with rela- 
tive ease in those instances where there are more or less 
striking differences among countries in natural resource 
endowment. Raw materials are only one element in pro- 
duction costs, and when we move away from industries 
in which they are a dominant determinant of compara- 
tive cost, it becomes vastly more difficult to say why a 
particular country has acquired a comparative advan- 
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tage in a particular industry or range of industries. The 
development, for example, of the cotton textile industry 
in India as a major export industry is not just to be ex- 
plained by the country’s natural resources. The actual 
forces causing countries to specialize in parftcular in- 


dustries as they move beyond the early stage 0 indus- 
trialization are, in Tact, as complex as the process of 
sources nor any other specific factor of production can 


export industries. 


Accepting, however, that some diversity among coun- 
tries in the relative importance of specific industries is 
bound to be present so long as they engage in interna- 
tional trade, this still leaves unexplained the other major 
fact that emerged from the statistical comparison of 
industrial structures of the under-developed countries. 
This is that, at the level of the twofold classification of 
industries, some systematic difference between more and 
less industrialized countries is apparent. 


The tendency towards some uniformity among coun- 
tries in the pattern of industrial development is quite in 
line with general expectations. It is usually supposed 
that, despite the innumerable economic, social and in- 
stitutional differences among countries, there are forces 
common to all countries which are of sufficient strength 


to induce some uniformity in the evolution of the pat- 


tern of manufacturing output. These forces are seen to 
lie both on the side of demand and on the side of sup- 


ply. On the demand side, there is the evidence suggest- 


ing that, as per capita income rises, the composition 


of consumer demand for final goods and services tends 


to change in a fairly uniform way; in particular, it 
tends to shift from relatively simply fabricated non- 
‘ctl Saeko een a ae and 
non-durable goods. Associated also with rising imcomes, 
ther@is often a tendency for the share of investment in 
total sxpendliture To Tacrsasey and this-venerares sea. 
tively rapid expansion in demand for durable producer 
goods. On the supply side, there is the fact that, since 
the technical relations between manufacturing industries 
are given by the state of technicatknowtedge, the growth 


in demand for the semi-manutactures that serve as in- 
puts into the final goods industries also tends to unfold 


according to a unilorm pattern. 


These forces, however, are only partially relevant to 
an explanation of the systematic differences among the 
under-developed countries at a point in time: nor, as 
will be seen later, do they fully explain the change in 
output within these countries over a relatively short 
period, such as the last decade. It is true that, as ob- 
served earlier, there is a broad relationship between the 
changes in the structure of manufacturing production 
and the growth of per capita income and investment 
expenditure. But, as also noted earlier, the relationship 
is certainly a very loose one; because of the existence of 
foreign trade, the pattern of domestic demand and out- 
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put may deviate quite sharply from one another. In 
other words, to account more fully for the systematic 
structural differences among the under-developed coun- 
tries at a point in time, or for the pattern of relatively 
short-period changes in output, what has to be recog- 
nized is the fact that these countries did not begin to 
industrialize from a position of balance between domes- 
tic demand for manufactures and domestic output of 
manufactures. A considerable part of their industrial 
development in its early phases, in fact, consists in the 
expansion of output to meet existing domestic demand. 


This is.the familiar process of import substitution, and 
it is largely this process which explains why the broad 
difference between countries in the relative importance 
of consumer and producer goods industries is related 
more to the stage of industrial development than-tothe 


level of per capita income. 
bee 


This point is demonstrated by the estimates shown in 
table 1-13, where, for several main groups of industries, 
the relative shares of the gross value of domestic out- 
put of manufactures and semi-manufactures in total do- 
mestic supplies of the same products are compared. The 
table reveals that, in the industrially more advanced 
countries, there is a distinct tendency for the composi- 
tion’ of domestic output to be aligned more closely to 
the pattern of domestic requirements than in the indus- 
trially tess advanced countries. Within all the countries 
of both groups, the relative shares of domestic output of 
the several industries in total domestic supplies of the 
products of these industries vary considerably; gener- 
ally, domestic producer goods industries account for a 
smaller proportion of total domestic supplies of producer 
goods than do the consumer goods industries in supplies 
of consumer goods. But, while the share of domestic out- 
put in domestic supplies of producer goods is well below 
the share of domestic output in domestic supplies of all 
manufactures and semi-manufactures in both groups of 
countries, the disparity is less in the more industrialized 
countries. Thus, in the more industrialized countries, 
the ratio of the proportion of producer goods supplies 
met from domestic industry to the proportion of all 
manufactured supplies met from domestic industry is 
mostly above 70, whereas in the less advanced countries, 
it usually falls below 60. It is only the corollary of this 
fact that, in the less advanced countries, domestic out- 
put tends to be most heavily concentrated in the con- 
sumer goods industries; output of the consumer goods 
industries, in other words, meets a much higher propor- 
tion of domestic requirements for the products of these 
industries than does output of other industries. 


It is of considerable interest that this tendency 
towards closer balance among the more industrialized 
countries is evident in the smaller countries included in 
table 1-13 as well as in the larger countries. Althouch 
the smaller countries derive a higher proportion of thet 
available supplies of manufactures and semi-manufac- 
tures from foreign sources, there is no noticeable tend- 
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ency for their dependence on imported supplies to be 
more heavily concentrated on particular classes of manu- 
factures, at least at the level of the broad groups shown 
in the table. This suggests that the relatively small eco- 


nomic size of the countries studied here has not been an 


dustrial output; output has been expanded in most of 
the major branches of production so that the imbalance 
among classes of industrial products in their relative 
dependence on imported supplies has tended to dimin- 
ish. at this does not exclude, however, is the possi- 
bility that, within the major groups of manufacturing 
industry, there may be greater specialization in specific 
industries among the smaller countries. 


Industrial development in the under-developed coun- 
tries, at least in its earlier stages, thus consists in part 
of a movement away from a position of marked im- 
balance between demand and output to a position of 
closer balance. It is not solely a process of expanding 
output to meet the rising demand created by growing 
per capita incomes; it is also a process in which existing 
demand fr manufactures’ is met increasingly from do- 
mestic production instead of from foreign sources. In the 
course of development, industrial activity spreads out 
fromthe production of the simpfte tor mer 
eoodsto-embrace mr ever widening trettof fatal ura- 
ble goods imdustries amt intermediate goods tretustries. 

Of particular importance in the diversification of in- 
dustry associated with development appears to be the 
expansion in the production of intermediate producer 
eodfls. This point is illustrated, though admittedly only 
for a few countries, by the data shown in table 1-14. 
A clear tendency is evident for manufacturing indus- 
tries to sell a rising proportion of their gross output to 
each other as total manufacturing activity mcreases. the 
correspondence between the degree of industrialization 
and the proportion of total manufacturing output 
absorbed in intra-industry sales is not exact, no doubt 
owing partly to deficiencies in the data as well as to 
inter-country differences in the structure of manufactur- 
ing production. But in such more industrialized coun- 
tries as Argentina, Israel and Spain, intra-industry sales 
are clearly of substantially greater relative importance 
than in such less industrialized countries as Colombia, 
Peru and Tunisia. 


It is of interest to note that this tendency for the 
output of intermediate products to increase relatively to 
total manufacturing output is even more clearly apparent 
where sales not only among manufacturing industries 
but also to other sectors of production are considered, 
In the three most industrialized countries shown in the 
table, the output of intermediate goods accounts for 37 
to 48 per cent of total manufacturing output, while in 
the three least industrialized countries, it amounts to 
about 18 to 27 per cent. In other words, the demands 
of other sectors for intermediate products are more im- 


portant in accounting for the growth of output of such 
products than is the growth of interdependence within 
manufacturing industry itself. It is, in fact, found in 
the next section that industries manufacturing such 
intermediate products as fertilizers, insecticides, cement, 
other building materials and petroleum products ab- 
sorbed outside the manufacturing sector have been 
among the most dynamic in the recent experience of 
numerous countries. 


It would, of course, be of greater interest to identify 
in more detail the types of industries that have been 
associated with different stages of industrial develop- 
ment, and some attempt is made to do this below. But 
first, and partly to throw further light on this point, it 
is useful to supplement the above comparison of struc- 
tural differences with some review of recent trends in 
the composition of output. 


RECENT TRENDS IN THE MAJOR SECTORS OF 
MANUFACTURING PRODUCTION 


As has been discussed earlier, there has been consider- 
able diversity among countries in the rates of growth in 
total manufacturing output. Among the countries shown 
in table 1-15, annual rates of increase in output have 
varied from over 20 per cent to as little as one per cent, 
and, as might be expected, high or low rates of growth 
in total manufacturing output have generally been re- 
flected in corresponding rates both in the consumer and 
the producer goods industries. 


What is of interest in the present context is the relative 
rates of growth of these two broad groups of industry 
within each country. The inter-country comparison of 
industrial structures at more and at less advanced stages 
of industrialization revealed that. as countries advance 
ducer_goods industries to increase in relative impor- 
tance; and this would imply that. within a country. the 
rate of growth of these industries will tend to exceed the 


rate of expansion in total manufacturing output. 
—_— SS 


That this tendency has actually been present during 
the past decade. in most of the countries for which data 
are available, can be seen clearly from table 1-15. Of 
twenty-two countrics, output of the producer goods in- 
dustries advanced more rapidly than total manufactur- 
ing output in sixteen instances. And in at least some of 
the six countries where the reverse was true, the expla- 
nation lies in special difficulties affecting the export- 
oriented base metal industries which have such a large 
share in the total output of producer goods industries. 
Thus, in Algeria. the Congo (Leopoldville) and Rho- 
desia and Nyasaland, special problems in exports of 
base metals have caused the rate of growth in total 
output of these industries to lag behind that for total 
output. Of course, it is also true that, in some of the 
countries where the rates of growth of the producer 
goods industries were relatively high, these were ap- 
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Table 1-15. Growth of Manufacturing Output,* 1950-1951 to 1958-1959" 


Annual rate of growth 
(percentage) 


Increase in percentage 


Group and country 


Non-durable 


share of output of 
Final and final and intermediate 
intermediate producer goods and dur- 


producer goods able consumer goods in 


= ss ON ee taal aatirs 
Industrially more advanced 

countries 
Ghintae (Daiwa) peer 15 14 ; 
israel ose aed eae reer eee 8 ( ‘3 
Greece Pecan Hance ¢ 8 6 : XG 
Brazil ya Wen eeeieoenbe eet. t 6 8 Z 
South pAirica cco nen 5) | i 

i 5 5 * 1 
Mexico anette 3) 6 -_— 
Tats OO rere oe 5 3 8 ms 
Chiles iow eee eat 3 2 Ai ; 
Treland)a-csa eee ners Zs 5) S 
Rortitgal ee tee as ee Z 4 —] 6 
Argentina pie cur ae il —1 3) 

Industrially less advanced 

countries 4 P 
Republic of Korea....... 22 Ps 21 -2 
WVienezuclaneage: nia 5 14 ils, 3 
Bhilippitesee cana 10 9 14 5 
Rhodesia and Nyasaland . . 8 11 5) —3 
Congo (Leopoldville) ..... 8 IZ 6 
Colombia sy eae on 8 i 13 6 
iXennOlah teresntes nents eee cee eae 6 6 8 3 
TA a ee oe eer Ne ie 6 fi 5 —3 
United Arab Republic .... 6 6 5 —] 
Guatemalare qe. 07 i. se = = 5 4 13 1 
MIOHOBEOs ou cnaceenaseae | 4 5) 1 


Source: Division of General Economic Research 
and Policies of the United Nations Secretariat, 
based on data from the Statistical Office of the 
United Nations and from national sources. 

a Estimates are derived from the gross value of 
manufacturing output; they differ in some cases 
from those obtained from the value added referred 
to in earlier tables. Manufacturing output pertains 
to groups 20 to 39 of the International Standard In- 
dustrial Classification of All Economic Activities. Non- 
durable consumer goods: 20 to 22, food, beverage 
and tobacco manufactures; 23, textile manufactures 
(except jute textiles in India which are included 
with producer goods), manufacture of footwear, 
other wearing apparel and made-up textile goods; 
28, printing, publishing and allied industries; 29, 
manufacture of leather and leather and fur prod- 
ucts, except footwear and other wearing apparel; 
30, rubber manufactures; 31, chemical manufac- 
tures, if mainly for consumption (all countries 
listed except Argentina, China (Taiwan), India, 
Israel, Ireland, South Africa, the United Arab Re- 
public and Venezuela); 39, miscellaneous manu- 
facturing industries. Final and intermediate pro- 
ducer goods and durable consumer goods; 25 and 
26, wood and cork manufactures and furniture and 
fixtures; 27, manufacture of paper and paper 
products; 31, chemical manufactures, if mainly 
for producer goods industries (Argentina, China 
(Taiwan), India, Ireland, Israel, South Africa. the 
United Arab Republic and Venezuela); 32, manu- 
factures of petroleum and coal; 33, manufacture of 
non-metallic mineral products, except products of 
petroleum and coal; 34, basic metal industries: 
35-38, manufacture of metal products, including 
machinery and transport equipment. 


However, owing to limitations of data, there are 
differences in the coverage for a number of coun- 
tries. Algeria: excluding groups 24-26, 29, 30, 32 
and 39; Argentina: footwear included in group 29: 
Brazil: excluding groups 31, 32 and 35-39: Chile: 
excluding groups 29 and 35-39; China (Taiwan): 
excluding groups 24 and 28: Colombia: excluding 
group 39; Congo (Leopoldville): excluding groups 
21, 24-28, 30, 32 and 35-39; Greece: excluding 
groups 24, 28, 32 and 39; Guatemala: excluding 
groups 26-28, 30, 32 and 34-39; India: excluding 
groups 28, 32 and 39; group 24 refers to footwear 
and groups 25 and 26 to plywood manufactures 
only; Jreland: excluding groups 30, 32, 34 and 39, 
Israel: excluding groups 21 and 22; group 27 in- 
cluded with group 28 as consumer goods, since 
data are not available separately; Mexico: exclud- 
ing groups 26, 29 and 39; Morocco: excluding 
groups 25, 26, 32 and 39; group 24 refers to foot- 
wear only; Peru: excluding groups 35 and 39: 
Philippines: excluding groups 32, 34 and 39: Portu- 
gal: excluding groups 24, 26-28, 32 and 35-39; 
Republic of Korea: excluding groups 24 (except foot- 
wear, which is included with group 23), 28, 29, 32 
and 39; Rhodesia and Nyasaland: excluding group 
32; group 33 refers to bricks and cement and group 
34 to ferrous metals only, footwear and leather in- 
cluded in group 39; United Arab Republic: exclud- 
ing groups 25, 26, 30 and 39; Venezuela: excluding 
group 34. 

> For the following countries, the period differs 
from that stated: Greece and the United Arab 
Republic, 1951-1952 to 1958-1959; Peru, 1951 to 
1958; Philippines, 1952-1953 to 1958-1959: Guate- 
mala, 1952-1953 to 1957-1958; Israel and Rhodesia 
and Nyasaland, 1955-1956 to 1958-1959. 
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preciably affected by the trends in output of export- 
oriented industries. For example, the expansion of cop- 
per output in Chile and, to a smaller extent, of a 
number of base metals in Mexico, affected the rate of 
advance in the producer goods industries, and in Vene- 
zuela the petroleum refining industry dominated the 
upsurge in producer goods output. But, in general, even 
when account is taken of the influence of these export- 
oriented industries, it is clear that the tendency for 
producer goods industries to expand relatively to total 
manufacturing output has largely represented an at- 
tempt to improve the balance between domestic demand 
and domestic production. 

In some countries, the increase in the share of the 
producer goods industetes in total manufacturing out- 
put which took place between 1950-1951 and 1958-1959 
was quite substantial. In India, it amounted to as much 
as 8 per cent; in Colombia, it was 6 per cent and in the 
Philippines and South Africa, 5 per cent. In Argentina, 
the share of the producer goods industries rose by 7 
per cent, but this was associated with a low rate of 
increase in output of these industries as well as with an 
absolute decline in output of consumer goods. 


It is not to be supposed that these shifts in favour of 


Table 1-16. 
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producer goods industries can be explained simply by 
relatively high rates of expansion in output of capital 
goods. As has been emphasized earlier, this group of 
industries embraces not only the production of capital 
goods but also a diverse range of industries manufac- 
turing non-durable intermediate goods as well as dura- 
ble consumer goods. And although it would obviously 
be of great interest to measure the rate of growth in 
output of capital goods alone, the data unfortunately do 
not permit this. Of course, it is well known that in some 
of the industrially more advanced countries, such as 
Argentina, Brazil, India and Mexico, production of 
capital goods, including electrical motors and genera- 
tors, railway equipment, commercial road vehicles and 
tractors, has been initiated or expanded in recent years. 
Governmental policy has sometimes also been designed 
to favour the development of these industries. In the sec- 
ond five-year plan of India, for instance, it was empha- 
sized that “if industrialization is to be rapid enough, 
the country must aim at developing basic industries and 
industries which make machines to make the machines 
needed for further development’.® 


6 India, Planning Commission, Second Five Year Plan (New 
Delhi, 1956), page 25. 


Annual Rate of Growth of Industries Manufacturing Final and Intermediate Producer Goods 


and Durable Consumer Goods, 1950-1951 to 1958-19592 


(Percentage) 
Metal 
products, Petroleum Other non- Wood Pulp, paper 
Group and Total Base machinery Chemicals and coal metallic pro and card- 
country metals and trans- manufac- mineral ucts board 
: port equipment tures manufactures 
Industrially more advanced 
countries 
China (Taiwan). «2... ses 16 Dy 23 ih 16 13 10 19 
Greece 13 7 15 14 11 12 
RST Actes eee rs ae 9 — 9 7 — 10 7 
peavtee Sue ects. 8 8 oe ae 8 9 it 
GARD A ou Boas Soc RS Mig HH « 8 4 14 il Wh ia iil 
SOnER AMICA.! dic ate asc 5 ve 9 ii 4 17 6 3 6 
INERT EO es st eee oS 6 5 6 itil 7 = 5 6 
[at] Cea ee ee 5 ik - 2 2 a 9 
PRVOMMIS SE ty, 5 296). Sa Ae Roe 3 6 2 3 i z — ; 
Eretamd ton thio ee oer nace: 2 ve 3 5 : x 
| atiqnh ieee On See anne —l 8 2 — 
Industrially less advanced 

countries 
Republic of Korea.......... 21 50 24 ; sites a : s 
Venezuela. . bene fag a Pe 15 5) 21 13 a3 He 
Philippines... Ses Are aioe ote 14, 18 i 
Guntenmlay. oe eee oe ok 13 a rev ae 8 : as 
Colombiawe wee ee 13 53 16 14 / 
Perth repre a: ij Be ee 5 te : 14 i 3 8 —— 2, 
Congo (Leopoldville 6 a) es Hs p rae 
Rhodesia and Ny asaland.. 5 5 4 ( yy 
Bleertiate: «oS cei e xe 5 Sey 4 as ; e ic 
United Arab Republic. . 5 Is Zs ) ' 4 5 
IN Ronste (e(cGere Are ee RO Aer PCO 5 3 3) 


_OTOCCO sn 


Source: See table 1-15. 


; ; ” 
a For definitions and differences in time period, see footnotes to table 1-15. 
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Though it is impossible to quantify the relative con- 
tribuiion of the capital goods industries, it is probable 
that their importance in accounting for the rates of 
erowth in the producer goods industries as a whole 
has generally been quite limited. Certainly, in some of 
the industrially more advanced countries, the appre- 
ciable rates of increase in output recorded by the 
base metal, chemical, metal products, machinery and 
transport equipment industries have marked the emer- 
gence of a substantial heavy industry. But in most of 
the less industrialized couniries, the expan®ion of such 
Inor luportance; 


quite m 
more advanced couniries, 
jes 


heavy industries 
and even in the imdustrially 
other industries besides the capital goods indus 
uted substantially to the rates of growth 


have contri 
tput of producer goods as a whole. Thus, in most 


in outp I g 

countries, the establishment or expansion of such in- 
dustries as cement. fertilizers, petroleum refining and 
paper has been of considerable significance in _deter- 
mining the rates of increase in output of producer 
goods. It is, in fact, quite striking that, when the in- 
dustrially more advanced countries are compared with 
the industrially less advanced countries shown in table 
1-16, no distinct difference can be discerned in the pat- 


Table 1-17. 


tern of growth of the various producer goods industries. 


Within the consumer goods industries, there has 
similarly been no clear difference between the more 
and the less industrialized countries in the relative 
rates of growth of the major branches. Among a num- 
ber of the less industrialized countries, however, the 
main consumer goods industries have recorded much 
higher rates of increase in output than among most of 
the more industrialized countries. Among the countries 
shown in table 1-17 annual rates of increase exceeding 
9 or 10 per cent have been quite frequent in the various 
consumer goods industries of the industrially less ad- 
vanced countries, but less so among the industrially 
more advanced countries. In part, these relatively high 
rates reflect the smaller base from which the less ad- 
vanced countries have expanded their output. But, in 
part also, they are indicative of the greater scope in 
these countrics for import substitution in consumer 
goods industries. In the industrially more advanced 
countries, the continuing expansion of the major con- 
sumer goods industries, such as food and textiles, has 
to a considerable extent reflected the further diversifica- 


tion of output; in addition to the long-established ac- 


Annual Rate of Growth of Industries Manufacturing Non-durable Consumer Goods, 1950-1951 


to 1958-1959" 


(Percentage ) 
nj Roou Other industries 
Group and beverages Tex- Footwear Printing i. ae 
country Total and tiles Total and and Leather Rubber Chemicals Miscel- 
tobacco clothing publishing laneous 
Industrially more advanced 
countries 
(Chaugs (Uneiieei) ccc oo oo one ve 14. Yi 19 5) ‘ 10 2 
Israel a eee ee ee 7 i 9 6 5 —19 15 7 13 
Creecewan . shh Gak ae se 6 i 4 9 8 ——]0Q——— 
Brac aeet oeeri tee ee ee 6 t 5 7 5 8 3 10 
MIGROS sp ga os oe a ponweoke 5) 6 2 6 — 7 6 8 
SHOUT ANGKOR ab en oa gan aoe A, a 8) i = 5 
Portugal SU ae nase) ae Yee 4 | 3 5 ; 6 7 5 
IGsNGBESI a sears cole recat gies Beto 3 i) 2 9 5 3 
ZB D : 3 10 
Chiles es A er ee 2 2 2 2 5 =9 5 3 
a a Ps ‘ 4 ) oO 
nelamdlner tees eee ] | | | 3 3 
NAEEMMME 5 os Co 6 Awad ate —] 2D —4 —2 —4 | —5 5 ff 
Industrially less advanced 
countries 
Republic of Korea.......... 22 28 19 25 19 s() 
Were. oa2j545acaancas. 14 QO 16 20) 2] “17 “16 99 ; “9¢ 
eer ; ~ - 16 22 30 
Congo (Leopoldville)........ 13 7 2 5 
fo) \ . ‘ eee ese 29 wee 15 
Rhodesia and Nyasaland... . L] fi 12 9 ll 13 13 16 
Philippines ( ( 8 5 : a 
(DOWNEY Soi unaonodeaa bus ) ) LO 8 —5 3 33 14, 10 ote 
Algeria Ce eee Fy SPs a 7 18) —§ “ 5 
F ( ok ) % 9 
Colonic eee 7 5 8 9 8 9 5 5 9 
uv 
United Arab Republic. ...... 6 |. 7 5 mi, 7 ] ; 
fae Behe aia 6 5 5 8 ) } | 7 1] 
PUALEMS an seer oe nen | 3 5 10 15 7 
Morocco) ss. | 3 5 24 15 D 9 Gul 


Source: See table 1-15. 


* Por definitions and differences in time period, see footnotes to table 1-15 
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ivities—for example, wheat milling or rice polishing— 
lew industries producing such commodities as pre- 
erved foods or bottled drinks have been emerging. 


This review of recent changes in the composition of 
utput, together with the inter-country comparison of 
ndustrial structures, permits some tentative conclu- 
ions to be drawn about the nature of the industries 
sstablished or expanded in different phases of indus- 
rialization. This is not to say that any uniform se- 
quence in the development of specific industries can be 
traced. In fact, as has been noted above, there does not 
appear to be much relation between the relative impor- 
tance of specific classes of industry and the stage of 
industrialization. Further, if, as has often been the case, 
government engages actively in the development of new 
industries, the particular sequence may be the outcome 
of policy rather than of economic causation. However, 
when industries are identified not only by the nature 
of their products but also by their technical character- 
istics, there does appear to have been some consistency 
in the types of industry which have emerged at differ- 
ent stages of industrial development; some generaliza- 
tions on this score may be hazarded. 


In the primary producing countries, processing of 


raw materials for export. either by domestic or for- 
Samad firms, har often emerged as a first major 
branch of industry. With the development of produc- 
tion for the domestic market, entrepreneurs have ini- 
tially tended to concentrate their investments in The es- 
tablishttent-ormor-durable consumer goods industries. 
Various reasons, such as the limited capital require- 
ments or the size of the market. have been offered to 
explain this early preference for these industries. But 
in addition to the presence of a ready market. one of 
the most persuasive reasons lies simply in the fact that 
there has been long familiarity with the processes and 
products of these industries. Food processing, cloth 
spinning and weaving, shoe making and so forth are 
manufacturing processes which are present in some 
form even in the least developed countries, and there 
are always at least some entrepreneurs and workers 
who are familiar with these processes and for whom, 
therefore, the substitution of more advanced methods 
of production for traditional ones does not represent 
a plunge into an entirely unknown world of new in- 
dustrial techniques. Thus, industrialization at its very 
early stages also becomes in part a process of substitu- 
tion for traditional cottage mdustries of factory pro- 


duction as well as a process of import substitution. 
a  —— 


In most of the under-developed countries which have 
been described above, the growth in manufacturing 
output during recent years has apparently passed be- 
yond this early phase or has been more complex in 
pattern. As we noted above, there has been a common 
tendency to develop certai oods industries, 
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such as cement, fertilizer, petroleum refining or pulp 


and pa 


r, aS well as other consumer goods industries, 
such as pharmaceuticals, toilet preparations or rubber 
goods. It was also observed that a notable character- 
istic of most of these producer goods industries is that 
in the main they sell their products not to other 
branches of manufacturing industry but to other sec- 
tors of production, such as agriculture or 
tion and transport industries. In other words, they do 
not presuppose the existence of other manufacturing 
industries tq provide outlets for their products. But 
both such producer and consumer goods industries are 
characterized by another fact. It is that the plants es- 
tablished for the manufacture of their products are 
relatively self-contained in the sense that they are not 
dependent for their operation on supplies from a wide 
range of complementary industries. Mineral and agri- 
cultural raw materials, rather than other semi-manu- 
factures, form the bulk of their mputs. Thus, neither 
as regards markets nor as regards supplies are these 
industries heavily dependent on other manufacturing 
industries. 


The expansion in production of manufactures in- 
volving more complex forms of industrial organization 
has largely been confined in recent years to the indus- 
trially more advanced countries. This represents a 
phase of development in which industrial growth may 
take place concurrently in several directions. One line 
of development begins with the establishment of plants 
assembling and finishing certain engineering products, 
such as transport vehicles, refrigerators, industrial en- 
gines or electrical machinery. Plant output is dependent 
on a varied supply of component parts from other 
plants and industries, and though these parts may be 
mostly imported at first, the creation of a demand for 
them can lead to the growth of a wide range of ancillary 
industries. Other lines of growth may emerge from the 
establishment of the metallurgical and chemical indus- 
tries producing semi-manufactures for the engineering 
industries. By-products of the metallurgical industries 
are the raw materials for some branches of the chemical 
industry, and by-products arising in some chemical 
processes provide the basis for other processes. The 
lines of interdependence between the engineering, metal- 
lurgical and chemical industries are, indeed, innumera- 
ble. Industrial development in this phase thus begins to 
take the form of the establishment of whole industrial 
complexes rather than of individual, and comparatively 
unrelated, plants. 


It is not suggested that this sequence of development 
in types of industries is the sole possible line of growth 
or that it cannot be very considerably altered by gov- 
ernmental policy or specific economic circumstances. 
But actual industrial growth in the under-developed 
countries to date does at least appear to have moved 
roughly along these lines. 


Part I. 


40 


INDUSTRIALIZATION AND ECONOMIC DEVELOPMENT 


THE ROLE OF IMPORT SUBSTITUTION 


The preceding analysis has stressed the role of import 
substitution in accounting for the growth and diversifi- 
cation of manufacturing output, at least in the early 
stages of industrial development. The extent to which 
the growth in manufacturing activity has been concen- 
trated in the import-substituting industries, however, 
also has a wider significance. 


As has been observed earlier, the pattern of indus- 
trial development is interlocked with the broader issues 
of the level of investment and the rate of economic 
growth as a whole. In so far as industrial development 
has centred upon the expansion of domestic capital 
goods industries, the link is obvious. But in most coun- 
tries this has not been the principal way in which the 
current pattern of industrial development has influ- 
enced the prospective level of investment. Of more fre- 
quent importance has been the extent to which the ex- 


O . . » 
pansion of domestic manufacturing Output has resulte 


in the replacement of imported goods by domestic 
products. To the extent that this has occurred, foreign 
exchange has been released for the possible purchase 


of additional supplies of capital ‘foods. 


By no means all the industries established or ex- 
panded in the under-developed countries have given 
rise to import substitution. Some part of the increase 
in industrial activity has consisted in the expansion of 
export-orientéd industries, though, as discussed later, 
this has been*of quite minor proportions. Much more 
important has been the growth in production under- 
taken to satisfy the rising domestic demand for manu- 


factures. With rising populations and increasing per 


capita incomes, there has almost everywhere been some 
increase in domestic demand for manufactures and 
some-part of the expansion in domestic output has 
therefore gone towards the satisfaction of the enlarged 
demand and not towards the replacement of imports. 


It has generally been an aim of governmental policy 


in the under-developed countries to favour the estab- 
lishtient-and expansion of importsubstitattre—inmd us- 
tries. Faced with showtages of foreign exchange, govern- 


ments have generally applied import controls in order 
to.restrict imports of non-essential consumer goods and 
thereby increase the supply of foreign, exchange avail- 
able for essential consumer goods, capital goods and 
industrial raw materials. Encouragement of domestic 
production of essential consumer and producer goods 
has been an integral part of this policy, since such 
production has enlarged the supply of foreign exchange 
which can be used to purchase capital goods. It has to 
be recognized, however, that the actual contribution 
which the expansion of domestic production has made 
towards lessening the pressure on foreign exchange sup- 


plies has often fallen short o expectations. [his is not 
only because some part of the expansion in output has 


necessarily been absorbed by the growing rather than 
the existing need for essential consumer goods, In addi- 


tion, the creation of sheltered markets that has ensued 
from the application of import controls has sometimes 
resulted in the growth of industries producing non- 
essential goods; the fo domestic output of 
these industries has“not necessarily saved foreign ex- 
chang e since licences would not, in any case, have been 
issued for imports of comparable products. Further, as 
discussed later, increased domestic production of essen- 
tial as well as non-essential goods has generally raised 
requirements for raw materials and semi-manufactures, 
and, in so far of these have had to be imported, the net 
saving in foreign exchange arising from greater domes- 
tic production has been reduced. 


While it is difficult to disentangle these several fac- 
tors, it is, however, true that the expansion of domestic 
manufacturing production duringMhé lastttecade has 
frequently resulted in some import substitution. For 
manufactures, as can be seen from table 1-18, the rate 


Table 1-18. Annual Rates of Change in Output 
and Trade of Manufactured Goods,* 1950-1951 


to 1958-1959" 


(Percentage) 


Group and country Output Imports° Exports® 


Industrially more advanced 


countries 
Ghina (Taiwan nee | s MS 3 15 
sraeli te Se caa ert 8 1 19 
Brazile ty. tee oes aa enor x = 10 
South Africa... ..e./ose 5 5 =i 
Mexico 5 5 2 
lindas vee <j hed wee eee 5 6 — 
(Get eee Ae SOS Te 2 yu 3 
Inelandta.< a een 2 ——_ 4, 
AreGniitiaec . lacs ts 2 —2 —5 
Porttiqal reat 5025 ] 1 7 
Industrially less advanced 
countries 
Venezuela... .. fe ee 15 9 12 
Philip pimese 1am rae ererer 10 sb 3 
Colombia £6.15, ee 8 — fé 
PGR) deve wead ued ko eee ee 6 2 A 
United Arab Republic. 6 ee 8 
Rhodesia and Nyasaland... . 8 —|] —|l 
2 ~ 3 


Guatemala......... see 
a a Re 

Source: See table 1-15. 

a For differences in coverage, see footnote a to table Tes. 

> For the following countries, the period differs from that 
stated: China (Taiwan), Colombia, Greece, Portugal and the 
United Arab Republic, 1951-1952 to 1958-1959: Chile, 1950-1951 
to 1958; Peru, 1951 to 1958; Philippines, 1952-1953 to 1958- 
1959; Guatemala, 1952-1953 to 1957-1958, and Israel and 
Rhodesia and Nyasaland, 1955-1956 to 1958-1959. 

© Quantum; estimated by using unit values of selected groups 
of internationally traded goods. = 


of growth in domestic production has exceeded the rate 
of increase in imports in a majority of countries. This 
tendency, however, has been more evident among the 
industrially less advanced countries than among whe in- 
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dustrially more advanced ones. Only in six of the ten 
countries in the latter group did domestic production 
advance at a faster rate than imports, whereas this oc- 


curred in all but one of the seven countries in the 
former group. 


Simple comparison of the rates of increase in domes- 
tic production and imports, however, does not provide 
a measure of the extent to which import substitution 
has taken place. For one thing, as noted earlier, part of 
the expansion in domestic output has been devoted to 
the enlargement of the export trade. As for the products 
of the engineering industries, which are usually of a 
more recent origin in the under-developed countries, 
increases in output have generally been absorbed by 
the rising domestic demand without curtailing corre- 
sponding imports of machinery and other capital equip- 
ment. Moreover, in order to measure the degree of 
import substitution in a given time period, the relative 
proportion of imports to total domestic supplies at the 
beginning of the period must also be taken into ac- 
count, for, obviously, the greater the dependence on 
imports of manufactured goods, the greater the scope 
for expansion of domestic output to replace imports. 
Indeed, the proportion of imports to total domestic 


Table 1-19. Role of Import Substitution in the 
Growth of Manufacturing Output for the Domes- 
tic Market.* 1950-1951 to 1958-1959» 


Percentage share of 


Group and country Raccet dope basis ble @ a 
domestic supply* Import Domestic 
1950-1951 substitution demand 
Industrially more advanced 
countries 
Pravtiey Africa .....c-2- ica By, 31 69 
ZG eo arr 24, iz One 
Shins (Tarwan)....------ ss 23 10% 
israel 2252.2». PA 38 62 
Chile 16 =2 103 
Nd Epa ee ee Ore 14 —4, 104. 
Mexicg ee ee 8 4 96 
POTION Foo ye oe <r 2 id 25 79 
Boia eee . 4, 5 95 
Industrially less advanced 

countries 
Rhodesia and Nyasaland... 53 60 40 
Meneziclal 3 acess a Gonos =a 28 7 
erie eee coke ie Sais eee 37 33 67 
(@irabentala os. se ble oe 36 = Re! 114 
ee ae 34 36 64 
United Arab Republic. .... 28 29 75 
‘colin Syne tener: 15 18 82 


es 


Source: See table 1-15. 

® Manufactured output, excluding metal products, machinery 
and transport equipment: ISIC groups 20-34 and 39. For differ- 
ences in coverage, see footnote a to table 1-15. Data on output 
are adjusted to exclude exports of manufactured goods. 

b For differences in time period, see footnote b to table 1-18. 

¢ Domestic supply refers to the sum of output and imports less 
exports. 


supplies at the outset of the period under review varied 
considerably among countries. A more direct measure, 
therefore, of the degree of import substitution of manu- 
factured goods other than engineering products’ has 
been attempted in table 1-19. This table has been con- 
structed on the assumption that, if the ratio of imports 
to domestic supplies of these manufactured goods was 
this decline was due to the growth of import-substi- 
tuting activities. To the extent that this has occurred, 
ari equivalent part of the increase in manufacturing 
output for the home market has been ascribed to im- 


port substitution and the remainder to the expansion in 
domestic demand.® 


Although the sample of countries for which such data 
are available is admittedly small, these calculations do 
suggest that the expansion of import-substituting pro- 
duction between LOS0-T9S1-and TOSTISO was ener. 
ally substantial inthe industrially Tess advanced coun- 
tries but tended to -be more moderate in the industrially 


more advanced countries. In two countries of the latter 
group, in fact, import substitution accounted for 5 per 


cent or less of the ePansion in manufacturing output 
for bier domestiotnes EE sie Tota 
experienced increases in the share of imports in domes- 
tic aia = == oka eae 


This difference between the more and the less ad- 
vanced countries only indicates that the-scope for im- 
port substitution has been greater in tie latter coun- 
tries The-share of imports in total domestic supplies 
of manufactures at the outset of the period was gen- 
erally much higher in these countries than in the more 
advanced countries, and the spread of import-substi- 
tuting activities has therefore played a greater role in 
their recent industrial development. Indeed, if all the 
countries shown in table 1-19 are taken together, there 
is some evidence of a rough relationship between the 
relative importance of import-substituting activities 
Se ono 


ae : : : ra 
it is not accidental that even in some of the industrially 


more advanced countries, where*the ratio of imports 
to domestic supplies“t the beginning of the period was 
high, import subStitution has been quite substantial. 


These findings support the conclusion reached- pre- 
viously, namely, that the earlier stages_of industri 
development consist, in large measure, of a spread o 

EE ee ee ee ee 

7 Non-durable consumer goods and intermediate products 
(ISIC groups 20-34 and 39) ; for a description of these groups, 
see footnote a to table 1-15. 

8 Tt should be noted that even this method has certain short- 
comings. In principle, the total amount of import substitution 
should be calculated by aggregating the extent of import-sub- 
stitution of similar manufactured goods, taken individually, 
but data are not available in sufficient detail to permit this 
procedure. Furthermore, changes in the share of imports in 
domestic supplies of manufactured goods may have been af- 
fected by, in addition to import substitution, shifts in the pat- 
tern of demand. This factor, again because of lack of data, is 
ignored here. 
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Table 1-20. Role of Import Substitution in the Growth of Major Components of 
: ) 
Manufacturing Output® forthe Domestic Market, 1950-1951 and 1958-1959 
Intermediate producer 
Non-durable consumer goods: goods: percentage share 
percentage share of increase of increase in output 
- Group and country in output attributable to attributable to 
— Tipo -_ Domestic Import Domestic 
substitution deman@. substitution demand 
Industrially more advanced 
countries a, 
5 j 23 
Wd Annlak lene moderne ube te Sle, Moraus-eyg 18 82 De 77 
[ee een Oa at ee, 5 95 20 80 
(Ghail exe eat ere ee es —26 126 67 33 
(Chutne (WENGE) Soo nee e nee wee oe 25 6) 22 78 
tcl caer see ae ete at rt heres te K 93 —25 125 
ireland ts snpee Batre emi hse: 99 ] 46 54. 
[sicate ere eee cerca terrae. Da 73 23 7 
Mexico reeenenrsore chery ante e Fole 106 10 90 
Sobiiley. ANWMGE, c2acaeanceeaone: 34 66 - 28 72 
Industrially less advanced 
countries : - ; 
(@olombisei ee eee eet ee 20 80 44 56 
(Cinpivenmblls pac aan o kone cache ae =) 122 20 80 
Git sese Ban ten don: Aeon cuentas ee all 69 34. 66 
Dilip pines Haan yo eee dae 39 61 16 84. 
Rhodesia and Nyasaland....... 60 nK0) 73 27 
. United Arab Republic......... 29 fall 30 70 
Woman. seo. ocnocpoonnneeee 28 72 15 85 


Source: See table 1-15. 

“ Manufacturing output, excluding metal prod- 
ucts, machinery and transport equipment: ISIC 
groups 20-34 and 39. For differences in coverage, 


impgrt-substituti ivities. They also suggest, how- 


ever, that the role of import substitution tends_ to 
a a 
diminish quite sharply as countries reach _more_ad- 


vanced stages of industrial development. In such coun- 
tries as Brazil and Mexico, for example, the effect of 


the growth of domestic production in replacing imports 
has been relatively moderate in recent years. This, it 
should be noted, does not mean that such import sub- 
stitution as has taken place has failed to result in 
significant foreign exchange saving, but it does suggest 
that the scope which import substitution offers as a 
means of rapidly augmenting the supply of foreign ex- 
change available for imports of capital goods contracts 
markedly as countries reach more advanced stages of 
industrialization. More advanced countries must there- 


Given the present stage of industrialization in most 
under-developed countries, there is no doubt that the 
absolute amount of import substitution has 


greater in the Consumer goods mdustries, ts by 


geen 


no means implies that the spread of import-substituting 
activities has been confined to these industries alone. 
Indeed, in several countries, domestic output of inter- 
mediate producer goods has also increased substan- 


see footnote a to table 1-15. Data on output are 
adjusted to exclude exports of manufactured goods. 

> For differences in time period, see footnote b to 
table 1-18. 


tially. As between the two broad groups of industries, 
in fact, there has been no clear tendency for import 
substitution to be relatively of greater importance in 
either one (see table 1-20).° But, as is to be expected 
in the light of the earlier findings for manufacturing 
industry as a whole, in the industrially less advanced 


countries, the.degree of import substituttortas gen- 
erally tended to be larger in z sof industries 


than is the case In the imdustria y more’ advanced 
countries. 

Specific instances of the types of intermediate pro- 
ducer goods industries in which domestic production 
has substantially replaced imports are given in table 


1-21. For example, the undegdeveloped countries have 
made_ considerable advantl tomaeds-atremtny ee 
sufficiency in the pro se aper stry and 


® Tt should be noted, however, that it is possible for some 
import substitution to have taken place within both groups of 
industries, but for the degree of dependence on imports of 
manufactures as a whole to have risen. This is because a 
marked shift in the composition of total domestic supplies to- 
wards producer goods may have occurred during the period, 
and, since the average level of dependence on imports gen- 
erally tends to be much higher for capital goods than for con- 
sumer goods, total imports may have risen relatively to total 
domestic supplies despite some expansion of import-substitut- 
ing activity within both the consumer goods and the producer 
goods industries, 
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in cement fined fuel oils. Originating mainly as 


an Activity for meeting consumer demand, the paper 
industry has gone on to provide an increasing propor- 
tion of the requirements for packaging materials, and 
in several countries the manufacture of newsprint and 
wood-pulp has expanded sharply. Again, there is now 
hardly a country in the world which does not ‘produce 
somé cement; most of the more advanced countries, as 
the data clearly indicate, have become self-sufficient in 
this product, while the less advanced countries are 
rapidly moving towards this goal. Despite the fact that 
the deposits of crude petroleum are much less evenly 
distributed than the raw materials for cement manu- 
facturing, and even though demand for petroleum 
products has increased sharply as a result of rapid 
industrialization and urbanization, there has been a 
pronounced decline in the share of net™imports in the 
consumption of refined fuel oils ma majority ofthe 
under-developed countries. In many countries, this 
trend has been actively shaped by the policies of gov- 
ernments aimed at saving foreign exchange through 
domestic refining of petroleum. By contrast, only a few 
under-developed countries have achieved large-scale 
reduction in their dependence on imported heavy 
chemicals and steel. Although a number of countries 
havé advanced towards greater production of steel. for 
example, none has yet reached complete _ self- 
sufficiency. 


Similar trends towards greater self-sufficiency are 
apparent in the case of individual consumer goods (see 
table 1-22). For instance, in refined sugar, an industry 
whose location is closely linked with such factors as the 
availability of raw materials and the high costs of 
transport, under-developed countries have increasingly 
sought to meet their needs through domestic produc- 
tion. Two-fifths of the countries included in table 1-22, 
in fact, became net exporters of refined sugar by the 
latter part of the nineteen fifties. The high transport 
costs have also favoured increasing self-reliance in the 
products of the beverage industries, such as aerated 
drinks and beer. 


Equally prominent has been the growing self-suff- 


ciency in supplies of textiles and, thou ata are not 
included in the table, of such articles of everyday use 


as footwear, soap and matches. Cotton spinning and 
weaving, traditionally the pioneering industries, have 
made rapid gains in a large majority of the under- 
developed countries. A number of countries, but most 
dramatically in the case of Pakistan, changed their 
position during the nineteen fifties from net importers 
to net exporters of cotton fabrics.’® 


10 The rayon industry, too, has made rapid strides in a few 
under-developed countries, with India, Portugal and the United 
Arab Republic even emerging as net exporters of rayon cloth. 
On the other hand, the woollen industry, partly by virtue of 
climatic reasons, has made little impact on imported supplies. 


Import substitution has, thus, been a force of ous 
importafice in the tnder-developed countries. IT has*not 
only promoted the crowth and diversification of manu- 
facturing output but has also, concurrently, released 
foreign exchange for the importation of additional 
capital goods for a variety of mvestment projects. O projects. On 
the other hand, the growth of industries has frequently 
hinged upon enlarged imports of raw materials; to the 
extent that such imports have increased, savings of 
foreign exchange from import substitution have been 
diminished. 


As a rule, increases in the imports of raw materials 
have been determined by the rate and pattern of in- 
dustrial growth and by the resource endowment of 
individual countries. In the igdustrially more advanced 
countries, the ecteblishinen Sof a More Gvewnael group 
of industries has generally required larger increases in 
imports of raw materials, with the result that net sav- 
ings of foreign exchange have tended to be smaller than 
in the industrially less advanced countries (see table 
1-23). In the latter group of countries, expansion in 
manufacturing output has largely consisted of in- 
creased production in the food, textile and other in- 
dustries which are based primarily on domestic raw 
materials. It is significant, however, that, in the nine- 
teen fifties, despite enlarged imports of raw materials, 
import substitution resulted in substantial savings of 


foreign exchange in most of the countries included in 
table 1-23. 


Such savings of foreign exchange have played an 
important part in financing the expanded imports of 
capital goods. In all but one of the industrially less 
advanced countries, net savings amounted to more than 
50 per cent of imports of capital goods and other engi- 
neering products in 1950-1951; the ratio, in fact, ex- 
ceeded 100 per cent in the Philippines and Venezuela. 
This source of foreign exchange alone, in other words, 
may have financed increases in imports of capital goods 
ranging from one-half to all of such imports in 1950- 
1951. In the industrially more advanced countries, 
however, the potential contribution of import substitu- 
tion to net savings of foreign exchange has generally 
been less important. In Brazil, Israel and Mexico, for 
example, where additional imports of raw materials 
absorbed a substantial part of foreign exchange saved 
through import substitution, net savings were small in 
relation to imports of capital goods. Indeed, in such 
countries as Chile and Portugal, where the expansion 
in manufacturing output was not large enough to re- 
duce dependence on corresponding imports, increases 
in the imports of raw materials constituted an addi- 
tional burden on foreign exchange resources. 


THE ALTERNATIVE OF EXPORT PROMOTION 


As a means of expanding the supply of foreign ex- 
change available for capital goods and other essential 
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INDUSTRIALIZATION AND ECONOMIC DEVELOPMENT 


Table 1-22. 


Percentage Share of Net Imports in Domestic Supply of Consumer Goods" 


S Beer Cigarettes Cotton cloth 
GC Teor 1951-1952 = aR 1950-1951 1958-1959 1950-1951 1958-1959 1951-1952 1958-1959 
roup ane country - IS kL 
Industrially more adva need 
countries ; = Zz _ 9 Pos 
Arcentina:. sf. uses so = 3) = oF 
Breage no hese ert aan car pare eee — = ee “A i 
Ghile see ence ot een ae oe at = a < ae 
Climmaes (Meaisnetim) ooo nccscess- —576 —540 13 ; ] = e e 
(Greecer eee ear ee 
=) — —19 eile 

[ndiaeeereeras ee ae eae — =I ose 5 . Z ne re 
ela Geen ee coins eens Wil A = 2 —l|2 a : 
(STEVE le aR, Geter ache le 100 86 2 te, z - =e 
INGxI COURS ee rain ee — —9 = — — — I = 
Rontuval Ate ora ik 72 —6 = 1 = —58 74, 

: = = 
Soin, IMP co coped ooae nw c =i =?) =3 ih =?) ate 4 
Sain Lice ORY ed eR R et Se ROH SE 5 18 — —- i 1 —8 =! 

Industrially less advanced 

countries , ; e : 
IBUWRMHEL . 5 Sunauo@cwanoacee 50 AS 5 - : Ne ; : : 
Ce vlOnieere. aerseiaah on emer ns oe - : 3 2) 
@olombisee een eee =3 9 -- — a : 
Congo (Leopoldville)........ 8 Al's) —4 — 50 
(Ciba eeat cle eet = (hil —9 — i ; | 
[ByOURERUONE.. oon aun conte cic Al nme amore —- =3 — — 18 38 
[BIL Syallyaudloe 2 <oce cance on: — = 9 — 4 ] 5 
(WoO can og dances ce ou eee 100 — oe -: 
Guatemala aaeens eens — — = 210) 2 — — 
THIOWENUS 6 4 ache ne wh ooo 58 36 A — 
[biGlOIMOSA) coon ad aceeeacae = =| Many ry: 4 < 95 81 
[eictEWCGh Go OM ao ban eer mee —2 ] 2 14 2 22 
INKCanaO Uap rye eerie cia tceas =i) = 5p 10 1 — 2 
INIVEZeS DIE, Saar ter cry aoc. Cees ene ree Sg 84 63 24 3 <3 oe 
IPERS oa eooucecyanseecs 67 1s LZ — i] —4, 
| ES it ns at ee eee ee Oe ec ea = 12 —8 — — dete 
(POM OOS cyan games oonee — —2 —] — 9 17 — 
“uniewibeiaGl, ee ean acon sass es 39 Wz ele 2 — 
Trinidad and Tobago........ oe 13 14 ] ] Y 
ALUN Sia orrasene heen & tear ks Seles —3 =") — — — — 1] — 
United Arab Republic....... _— —| 10 — 1 —8 
WGmentGt .caacusaecaasneone —6 — — 15 35 76 69 


Source: Division of General Economic Research and Policies of 
the United Nations Secretariat, based on data from Statistical 


Office of the United Nations, Statistical Yearbook and Yearbook of 


International Trade Statistics, from Food and Agriculture Organ- 
ization of the United Nations, Trade Yearbook (Rome): from 
International Cotton Advisory Committee, Cotton-World Sta- 
tistics (Washington, D.C.), and from national trade publications. 


“Minus sign indicates net exports. Domestic supply refers to 
the sum of production and imports less exports. ; 

In some cases, the time period differs from that stated. Sugar: 
beginning period 1952-1953 for China (Taiwan); end period 1958 
for Venezuela. Beer: beginning period 1951-1952 for Peru and 


Trinidad and Tobago, 1952 for Guatemala and 1953-1954. for 
Honduras; end period 1958 for Guatemala, 1957-1958 for Argen- 
tina, Chile, Congo (Leopoldville), Cuba, Ecuador, Greece, Hon- 
duras, Peru and the United Arab Republic and 1956-1957 for 
Colombia. Cigarettes: beginning period 1951-1952 for Brazil, 
Indonesia and Trinidad and Tobago, 1952 for Guatemala, 1952- 
1953 for Turkey and 1953-1954 for Burma: end period 1958 for 
Guatemala, 1957-1958 for Chile, Congo (Leopoldville), Cuba, 
Keuador, Indonesia, Portugal and Thailand and 1956-1957 for 
Brazil and Colombia. Cotton cloth: beginning period 1952-1953 
for Ceylon, 1953-1954 for Spain and 1954-1955 for Venezuela; 
end period 1957-1958 for Indonesia, Spain and the United Arab 
Republic, 1957 for Greece and 1956-1957 for Mexico. 
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Table 1-2 ibuti ituti i 
1-23. Contribution of Import Substitution’ to Savings of Foreign Exchange, 


Savings 
from 
import 
substitution 


Group and country 


1950-1951 to 1958-1959 


Ratio of net savings 
to imports in 


Increase 1950-1951 of 
in imports Net = 7 
of raw savings? Manufactures, 


materials 


excluding Capita! 


capital goods 
(millions of dollars; in constant prices) ea (percentage) 
Industrially more advanced 
countries 
Argentina = i iio ee 159 —25 184 26 61 
Brazil Oe Ree ee ee 19] 134 57 DAs 8 
Chile . RG BID, S65 —4, 15 —19 2 15 
China (Taiwan)... . ee 76 29 AT 58 235 
Aina foros ears s, Sas lincs oan —39 —34 = 29 - 
Un Cir Ge ee 63 24. 39 19 anil 
Israel ee ae, a 56 AO a 11 15 
Niemcneer- tent. 6. Aes 58 24 34 14 1 
Postage. Gian it alsiwiews i —7 73 —80 —94, —10] 
OMiNeAIrICN.. nce... 275 {159 260 39 7 
Industrially less advanced 

countries 
Colombine = 2% 2h. coc 2 8. 144. 14 130 65 78 
onl en ee 53 2 Dil 38 o7 
A ee 150 26 124 5 1D 
Rhodesia and Nyasaland . .. 95 4 91 42 99 
United Arab Republic ..... 80 39 4d 16 36 
Venezuela............... 330 14 316 94, 128 


Source: See table 1-15. 

* Import substitution of manufactured output, 
exclusive of capital goods. Capital goods in this 
table refer to ISIC groups 35 to 38 (metal products, 


Table 1-24. 


Manu fac- 


machinery and transport equipment) ; these groups 
include certain durable consumer goods. 

» Savings from import substitution less increase 
in imports of raw materials. 


Annual Rates of Growth of Manufacturing Output and Exports, 1950-1951 to 1958-1959" 


(Percentage) 


Volume of exports» 


Group of countries® turing Processed Fully 
output4 or semi- manufac- Sub- Crude® Lotal 
manufactured® tured! total 
Industrially more advanced countries.......... 5 3 3 3 2 2 
Industrially more advanced countries, exclud- 

aoe ON a see iar as era re ee 5 3 5 3 2 3 

Industrially less advanced countries........... ff 6 8 6 5) 5 
TOTAL 6 4, 3 4, 3 3h 

Tora, excluding India 6 4 5 4 3 4 


Source: Division of General Economic Research and Policies of 
the United Nations Secretariat, based on data from national and 
international sources. 

® For the following countries, the period differs from that 
stated: Venezuela, 1950-1951 to 1959; Colombia, Costa Rica, 
Greece, Portugal and the United Arab Republic, 1951-1952 to 
1958-1959: Chile, 1950-1951 to 1958; Guatemala and the Phil- 
ippines, 1952-1953 to 1958-1959; Turkey, 1951 to 1957-1958; 
Deca; 1951 to 1958; El Salvador, 1953-1954 to 1958-1959; Israel 
and Rhodesia and Nyasaland, 1955-1956 to 1958-1959. 

b Estimated by using selected national and international in- 
dices of unit values of exports. 

¢ Industrially more advanced countries: Argentina, Brazil, Chile, 
China (Taiwan), Greece, India, Ireland, Israel, Mexico, Portugal 
and South Africa. Industrially less advanced countries: Colombia, 


Costa Rica, Ecuador, El Salvador, Guatemala, Peru, Philippines, 
Rhodesia and Nyasaland, Turkey, Venezuela and the United 
Arab Republic. 

4 Group averages are derived by using dollar equivalents of 
value added in manufacturing in 1959 as weights. 

© SITC groups and sub-groups 013, 022, 023, 024, 029, 
046, 048, 053, 055, 061, 062, 071-03, 073, 091, 099, 111, 
122, 251, 313, 314-02, 315, 4, 5, 611, Ol3, (O21) Oslk, Oa2. 
651, 661, 662, 671, 672 and 68. 

f SITC groups and sub-groups 612, 629, 632, 641, 642, 
653, 654, 655, 657, 663, 664, 665, 666, 673, 69, 7 and 8. 

« SITC groups and sub-groups 0, 1 (excluding the sub-groups 
mentioned in footnote e), 2 (excluding 251), 311, 312, and 314-01. 

h Unrounded figure, 3.4. Owing to smaller country coverage, 
this figure differs slightly from that shown in table 1-3. 
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imports, the promotion of export-oriented industries 
offers an alternative to the development of import- 
substituting industries. The growth of manufacturing 
output in the under-developed countries, however, has, 
as a general rule, been so heavily geared to meeting 
domestic requirements that its quantitative significance 
in expanding exports of manufactured goods has 
proved to be small. 


It is true that, expressed as annual rates, the in- 
creases in exports of manufactured and semi-manufac- 
tured goo s during the nineteen hithes by no means 
appear unimpressive. From the under-developed coun- 


tries included in table 1-24, exports of these goods 
expanded at 4 per cent per_an um. Moreover, if the 
rAiTeallyalee aivent-dak Gants are considered 
separately, the rate amounted to as much as 6 per cent 


or twice as hich as in the case of the industrially more 
advanced countries. 


These figures, however, mask the fact that in abso- 
lute cece irs rants Ue eee eluent 
1959, even after the gains reflected in the percentage 
rates of increase, the average annual value of processed 
or semi-manufactured goods exported from the under- 
developed countries included in table 1-24 totalled only 
$2.9 billion and that of fully manufactured goods only 
$0.8 billion. Indeed, without base metals and refined 
petroleum, the figure for the exports of semi-manufac- 
tured goods would be much smaller. Of the exports of 
fully manufactured articles, India alone provided more 
than $0.4 billion; about $0.3 billion was contributed 
by ten other industrially advanced countries, and ex- 
ports of the eleven industrially less advanced countries, 
taken together, did not even reach $0.1 billion. 


Even in percentage terms, the increase in the exports 


of both semi-manufactured and fully manufactured 
goods was notably smaller than the increase in domestic 


Table 1-25. 


manufacturing output. This difference has largely been 
the result of heavy concentration, at the earlier stages 
of industrialization, upon the expansion of output for 
the domestic market. But, to a significant extent, it is 
also indicative of the fact that the manufactured goods 
which the under-developed countries are currently able 
to export are mostly those for which the world demand 
has not been increasing rapidly. Indeed, the annual rate 
of increase of 4 per cent in the exports of manufactured 
goods from the under-developed countries under review 
was just about two-thirds of the corresponding rate for 
world exports of manufactured goods. Thus, far from 
increasing, the share of these under-developed countries 
ia the” World’ trade of ssmurtacate aie am 
ding. . °° | 7. a 


It is normal to expect that, as industrialization 
gathers momentum, a rising proportion of domestic 
output of raw materials would be absorbed by the 
newly developing industries; likewise, an increasing 
part of food production would be required to meet the 
expanding domestic demand. Under the combined in- 
fluence of these forces, it might be expected that the 
relative importance of crude foodstuffs and—aw—ma- 
terials in exports would progressively dectine, while 
that of manufactured goods would increase. But such 
shifts were not significant in the nineteen fifties even 
though exports of aematvehived aads thas <iaee tae 


developed countries rose at a higher rate than did ex- 
ports of crude foodstuffs and raw materials. Given their 
relatively small share in the total, the increase in the 
ene a oe 
to bring about a material change in the structure of 
exports. ae D0-L959, for the group of countries 
included in table 1-25, exports of crude foodstuffs and 


raw materials still provided more than two-thirds of 
total export earnings, as they had in 1950-1951. These 


Composition of Exports, 1950-1951 to 1958-1959" 


(Percentage of total in constant prices) 


: Processed or semi- Fully 
Gcmnur & _ Crude - Ds mawfactured => aA manufactured 
countries 1950- 1958- 1950- 1958- 1950- 1958- > oa 
1951 1959 Change 1951 1959 Change 1951 1959 Change 
Industrially more advanced 
COUMINIES Apes dere areas eee 62 ol —] 25 26 1 13 14. ] 
Industrially more advanced 
countries, excludingJndia...... 67 66 —2 28 29 ] ) 6 ] 
Industrially less advanced 
COUNMTMESE weccnay orew mtn a emi: Switecs 78 76 —2 2] 22 2 Al l 
OTATAAO _ 23 2. 
PAT 98 67 ] BS 1 ] 9 8 — 


ToraL, excluding India 


Source: See table 1-24. 


For definitions and differences in time period, see footnotes to table 1-24. 
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wrimary commodities, furthermore, have continued to 
oredominate in the exports of both the industrially 
nore advanced and the industrially less advanced coun- 
ries, although, because of the difference in the stage 
of industrial development, they have been of signifi- 
santly less importance in the former group. The inter- 
sroup differences appear much more sharply in 
he case of fully manufactured goods. These goods 
amounted to only one-hundredth of the total exports 
of the industrially less advanced countries as against 
aearly one-eighth for the industrially more advanced 
-ountries. Within ‘the latter group, a single country, 
India, dominates the picture to such an extent that, if 
tis excluded from the computation, the share of fully 
manufactured goods in the exports of the industrially 
nore advanced countries appears as no more than 5 
‘o 6 per cent. 


The relatively unchanged structure of exports of the 
inder-developed countries as a group must, however, 
ye viewed against the fact that a decade is not always 
1 sufficiently long period for firm generalizations. 
Furthermore, while the share of manufactured goods 
in total exports did increase in a number of individual 
countries, for the group as a whole it was virtually 
offset by the opposite pattern in other countries, where 
special forces resulted in increased share of crude 
foodstuffs and raw materials. In Argentina and China 
(Taiwan), for example, exports of crude foodstuffs and 
raw materials, which were unusually low in the early 
years of the nineteen fifties, rose rapidly during the 
decade. In South Africa, on the other hand, exports of 
ores and maize have made new gains in recent years. 


It is also to be expected that the impact of indus- 
rialization would be reflected not only in changes in 
he composition of exports of countries but also in the 
listribution of exports of individual commodities ac- 
sording to the stage of fabrication. Data relating to 
his point are presented in table 1-26 for seven prin- 
sipal categories of exports from the under-developed 
sountries. It is evident that the most marked shift away 
rom exports of crude products ‘has occurred in the 
vase of petroleum, largely because foreign investors 
iave been particularly active in establishing petroleum 
efineries in many parts of the less devetoped—world. 
fhe only other notable shift, though of a smaller 
nagiitude, has taken place in the case of wood, which 
s a relatively mi ity in the aggregate ex- 
yorts of the under-developed countries. The shifts to- 
vards more processed or manufactured forms in the 
ase of such important categories as food and vegetable 
ils have been small, while the share of fibres in total 
extile exports has remained unchanged. In one con- 
picuous case, namely vegetable oil-seeds and oils, even 
he absolute volume of exports has shown little expan- 
ion. This has been largely because of the increasing 
lomestic absorption of these products. Broadly speak- 


Table 1-26. Changes in Major Groups of Exports 
from Under-developed Countries According to 
Degree of Fabrication, 1950-1951 and 1958-19592 


Item 1950-1951 1958-1959 
Food 
Index ot volumessecussseecce yo: 100 133 
Percentage distribution 
Grider Ghee. oy sents Acie 88 85 
Mamutaotured sen. cea. 12 IS 


Vegetable oil-seeds and oils 


Indextot voltime: = 4.6... e0e.0: 100 102 
Percentage distribution: 
(Orliceed seem aint ae eo ee 46 4A, 
(OE ee ee ae Mel ee ee 54 56 
Textiles» 
Indesvof volumes. oso) eee ane 100 11225) 
Percentage distribution 
Pa bie Seen te eee IN Rar 2. IK 79 719 
ALTE Ae pert hosed tert 3 5) 
Rabricsapetcee act to ane 18 16 
Leather 
Index otvoltmern. ssn seers are 100 164, 
Percentage distribution: 
ides andeskincaens eee 96 97 
Leather and leather products. . . 4 3 
Wood 
Indexof volumes.o.0.:52sco5.- 100 165 
Percentage distribution: 
Wood eee cr ti ores 89 84 
Wood manufactures.......... 11 16 
Metals and ores® 
Indexvoficvolumesmsee sees 100 136 
Percentage distribution: 
Ores and concentrates........ 41 39 
IMetalayametere er eee ne cee oe 99 61 
Petroleum 
Index of volumes oases ny ae 100 166 
Percentage distribution: 
Crude ee a eel. O ee: 83 72 
Refined! Syaeeewe ie Nore ree: iy 28 


Source: See table 1-24. 

« Estimated from data in constant prices. With the exception 
of metals and ores, data are for countries listed in footnote c to 
table 1-24. For metals and ores, data are for all under-developed 
countries. 

b Excluding jute and jute manufactures. 

© Data in the first column refer to 1955 and in the second 
column to 1959. 


ing, these commodity data confirm the conclusion 
drawn earlier that, on the whole, industrialization in 
the last decade has had a rather small impact in reduc- 


ing the share of crude foodstuffs and raw materials in 
the exports of the under-developed countries. 


Even though fully manufactured goods constitute 
only a very small part of exports from the under- 
developed countries under review—no more than 8 per 
cent in 1958-1959—it is pertinent to explore the pat- 
tern of these exports further. For when industrial de- 
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velopment reaches sufficiently large dimensions, these 
are the types of goods to which the less developed coun- 
tries must increasingly look if they are to achieve 
greater earnings of foreign exchange. 


For the under-developed countries as a group, the 
exports of fully manufactured goods rose at some 3 per 
cent per annum in the nineteen fifties. But if India, with 
its limited expansion of cotton and jute textile exports, 
is excluded, the rate of increase appears to have been 
considerably larger (see table 1-27). Among the in- 


Table 1-27. Annual Rates of Growth of Export 
Volume of Fully Manufactured Articles from 
Under-developed Countries, 1950-1951 to 1958- 
19592 , 


(Percentage) 


Group of Metal 


countries Total Textiles products Other 


Industrially more 


advanced countries..... 3 2, 5) 5 
Tridustgylly more 
advanced countries, 
excluding India...... 5 5) 5 | 
Industrially less 
advanced countries.... . 8 8 = 5) ili) 
MODATA eS: 3 4, 6 
Tora, exeluding India 5 6 4 6 


Source: See table 1-24. 
« For definitions and differences in time period, see footnotes 
to table 1-24. 


dustrially more developed countries, some momentum 
is beginning to be acquired by exports of metal prod- 
ucts. They are not, as has been stated more than once 
earlier, articles of heavy machinery. But they do cover 
an array of goods, ranging from bicycles, sewing ma- 
chines and electric fans m the case of India to simpler 
varieties of electrical goods and metallic household 
goods in the case of several other industrially advanced 
countries. For the industrially less advanced countries, 
in marked contrast, exports of metal products, which 
were already rather small, recorded a decline, largely 
as a result of greater domestic absorption and competi- 
tion from other countries. In these countries, products 
of the textile industry, which is of a more recent origin 
than that in the industrially more advanced countries, 
have shown a comparatively greater expansion. 


Although quantitatively not particularly large, ex- 
ports of other manufactured goods rose at a higher rate 
than did the exports of textiles in both groups of the 
under-developed countries. They included such items as 
footwear, books and magazines, jewellery, glass and 
pottery products, leather goods, pulp and paper and 
rubber products. These goods are not the products of 
a highly complex technology and it should be possible 


for the under-developed countries to expand their sales 
in foreign markets. 


For the present, however, not only is the share of the 
under-developed countries in th€world trade’ of fully 
manufactured goods rather minute—it amounted to a 
mere 3 per cent in 1958-1959—but it is also heavily 
dominated by textiles. In 1958-1959, roughly two-thirds 
of the exports of the fully manufactured goods from 
the under-devetoped countries consisted 6 es; this 
can be contrasted wi at, in world exports 


of manufactures, it-was metal products—largely ma- 
chinery and transport equi which accounted for 


about two-thirds of total trade (see table 1-28). These 


Table 1-28. Exports of Manufactured Goods from 
Under-developed Countries in Relation to World 
Exports of Manufactured Goods, 1958-1959" 


Percentage distribution of 


Exports from under- . 
P fi exports of manufactured goods 


developed countries 


Item as percentage of  Under-developed World 
world exports countries 
Vextilesen..: oe yt 13 62 12 
Metal products. . .. 1 LS: 66 
lite ene 3 23 2a 
TOTAL 3 100 100 


Source: See table 1-24. 

4 Data refer to exports of the under-developed countries 
listed in footnote c to table 1-24. ““World exports’ in the present 
context denotes exports from these countries and from the in- 
dustrial countries of western Europe and North America and 
from Australia, Japan and New Zealand. “Special category” ship- 
ments from the United States are excluded. 


striking facts provide one indication of the long dis- 
tance the under-developed countries have yet to trav- 
erse in déveloping and diversifying their export trade 


in manufactures. 


There is no doubt. however, that, for many under- 
developed countries, higher rates of growth in exports 
of manufactures will have to be achieved in the future 
if the expansion in their supplies of foreign exchange 
is to match their growing import requirements. This - 
may be particularly true of some of the industrially 
more advanced countries where, as noted above, the 
scope for conservation of foreign exchange through 
further import substitution has been diminishing. Nu- 
merous difficulties, many of which are inherent in the 
process of industrialization itself, confront these coun- 
tries in the development of an export trade in manu- 
factures. Not least among the factors affecting their 
prospects is the commercial policies pursued by the de- 
veloped countries. It is unfortunately true that the bulk 
of the manufactures so far exported by the under- 
developed countries has consisted of commodities 
which compete with the least dynamic industries in the 
developed countries. In the latter countries, the burden 
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f adjust i : is 1 i 

& ve et Be ae “it of imported manutac- a greater volume of trade is in the mutual interest of 
s thus fallen on the least viable industries, and both groups of countries.!! 

is has strengthened opposition to the adoption of 
ore liberal trade policies. There is a growing recogni- 


11 For a more detailed discussion of trade policies, see United 


™~ . 
on, however, that a widening of trade opportunities Nations “Ways and means of promoting wider trade co-opera- 
yr the under-developed countries is a condition of tion among States: Trade relations between under-developed 
1eir economic development and that. jr a) and industrially advanced economies, Report by the Secretary- 
p . in the long run, General” (mimeographed document E/3520). 


Problems in the choice of industries 


The foregoing analysis has revealed that there are is at least widespread agreement that some new tools 
ome systematic similarities among countries at more of analysis have to be forged. While in a developed 
r less comparable stages of industrialization in their private enterprise economy, the expected rate of return 
atterns of industrial production. This analysis has on capital is usually taken as a guide to the relative 
een confirmed by the review of recent trends in out- eli Cinerinorannod upline resoutcea. iris alten sieveutses 
ut, which indicated that there were also similarities there is general recognition that, in an under-develope 


mong countries at comparable stages of industrializa- economy, this may not be an adequate standard. For 
ion in the broad types of industries established or one thing, because of the rigidities and lack of integra- 


xpanded. tion in markets for factors of production, the pricin 
x, lative 


system may be very far from reflecting the* 


It can hardly be overlooked, however, that the diver- net aaa EOS 
.. Eee Ba ar scarcities of productive resources. Agai 
ity in relative importance of specific industries in their : ad an ee 
: : ake in a newly established industry may decreas ime 
ates of growth has been considerable. This is scarcely 5 : ee ee ae ieee 
: as experience in production is gained and the imitial 


urprising. There are wide differences among countries etl eT ern ee a 
difficulties in organization and operation are over- 


n the composition of the natural and other productive : 
come; this, mdeed, 18 the basis of the intant industry 


esources which they possess. Also, the evolution in the : é : 
j argument which has long been recognized as valid 


omposition of demand has not been exactly the same : ‘ : 
how apie : : grounds for protection. Or, a further instance is the 
1 all countries, not least because of differences in the : 
a : ; fact that, by virtue of the scope for external economies, 
svel of investment expenditure. Further, governmental : ; : 
an investment which might prove unprofitable if under- 


olicies have differed in their influence on the choice mi ise : 
2 . 3 : taken in isolation, might represent an efficient use of 
f specific industries selected for establishment or ex- ae att q f Pale 
é aes resources if it formed one of a group of related proj- 
ansion, both through the effect of policies on the com- Bre eat ae 
ects. In more generat terms, it can be > stice 


osition of demand and through the application of ee ere : 
zs PP an intermediate objective of economic development is 


. -acoai ike iter wih tn eae soba taoey to change the quantity and quality of the available 
meee re ScisintriAl nanter ials: productive resources, current cost conditions are them- 
The diversity among countries in economic condi- selves subject to change and may therefore not be suffi- 
ions is, in fact, of major practical importance for the cient guides to resource allocation in a dynamic setting. 
ormulation of governmental policy with regard to in- 
ustrial development. While the preceding analysis has 
indicated that, in practice, certain broad groups or 
ypes of industries have been most favoured at different — 
fages of industrial development. this does not in itself 
rovide a basis for policy. Within the framework of 
ational aims with regard to the over-all allocation of 
esources for investment and consumption, govern- 
xents still have to decide. on the basis of conditions 
» their own countries, which specific industries would 


It is not the present intention to discuss the various 
criteria which have been proposed. But, in extension of 
the general analysis of patterns of industrialization 
given above, the present section briefly describes the 
main factors on the side of costs affecting the growth 
of industries. These are the considerations which, given 
the expected or planned growth in the composition of 
demand, are most relevant to the choice of specific 
industries. 


epresent the most efficient useof resources. Much has These considerations fall into two groups. One set 
een Written in the economic literature on this subject, of factors affecting cost_conditions consists OT those 
nd several differing criteria have been proposed. These which arise from the nature of the human or natural 
riteria vary both in the particular considerations rele- resources available for production. The second derives 


ant to the choice of industries which they emphasize, from the techniques and forms of productive organiza- 


nd in the ease with which they can be translated into tion which can be utilized in the plant or industry; 
perational guides. While it cannot be said that there these are usually described as economies—of scale or 


; as yet a consensus on the most suitable criteria, there external economies. 
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NATURAL RESOURCES AND MANPOWER 


The influence of natural resource endowment on the 
choice of industries is particularly evident in countries 
at the very early stage of industrial development. Atten- 
tion has already been drawn to its importance in 
favouring the development of certain industries pro- 
cessing raw materials for export. And the ease with 
which access can be had to specific natural resources 
similarly affects the types of industries established at 
the early stages of development to meet the require- 
ments of the domestic market. 


The influence of natural resource endowment on the 
industries chosen for establishment or expansion be- 
comes less obvious as countries advance beyond the 
earliest stages of industrialization. No doubt, there are 
some industries whose establishment would hardly be 
feasible in a country lacking certain natural resources. 
Some industrial processes, for example, require large 
amounts of water as a cooling agent, and these might 
be particularly costly in countries where water re- 
sources are scarce, or, as yet, undeveloped. But, for the 
great majority of industries, absence of local supplies 
is not an insuperable obstacle to their establishment, 
since most materials can be imported from abroad. 


However, the use of foreign sources of supply as a 


means of overcoming the deficiencies in domestic re- 
sources entails the expenditure of scarce foreign ex- 
change. And because of this restriction, the_natural 
resource endowment of a country may become an im- 
portant determinant in the choice of industries. GOv- 
ernmental policy in some under-developed countries 
has, in fact, attached considerable importance to the 
question whether new industrigs are likely to be de- 
pendent on domestic or on imported supplies of raw 
materials, and industries utilizing domestic resources 
have often been deliberately favoured. This policy may 
also have had the objective of stimulating the expan- 
sion of activity in domestic agriculture or mining, but 
usually its immediate aim has been to conserve foreign 
exchange. 


Of course, one industry cannot be preferred to an- 
other solely on the grounds that it depends more 
heavily on domestic resources. This could, in itself, be 
inconsistent with the aim of conserving foreign ex- 
change. For example, a new industry manufacturing 
products which can be used as substitutes for imported 
manufactures may often yield substantial foreign ex- 
change savings even though it is dependent on im- 
ported materials. In practice, the increase in expendi- 
ture on imported materials must be weighed against 
the saving in imported manufactures before the net 


Table 1-29. Changes in Manufacturing Output and Volume of Raw Material Imports, 
1950-1951 to 1958-1959* 


Annual rate 


Change in percentage 
share of major com- 


of growth ponents in total 
Bae Poe? (percentage) _ raw Beso empores: 7 
Manu- Raw 
facturing material Textile Crude Other 
output imports fibres petroleum 
Increase in imports due mainly 
to textile fibres or crude 
petroleum 
Chivines (Wanna) ..oocc acces 13 19 ] — 2 
PD ppimes apa Pret can 10 16 29 33 2 
2 et) —62 
Rhodesia and Nyasaland . .. 8 5 2 Z 
Biraz ee iu 5 21 64 43 
pL cane memn less tt i 16 —2] 64. a 
OD ea ae tees Maphsede 6 NG 7 Ff 
‘ ae =< 
United Arab Republic. . ... 6 10 10 29 39 
Mex cop warren Samer a 5 1] | 9 pi 
Cuatemalaeaee ene 5 8 r 5 - 
SOUND AMA be sean ae 5 3 10 15 
Imelan cles 0 sa. eee 2 8 ) 6 = 
2 ra) 2 6 —§ 
Portugali® on eske 9 ( 
BEE HOS ee mete Past ) 3 —12 
AUSONTIA No oe eee —] 2 21 19 
= 2 = 9 
Increase in imports due mainly 
to other raw materials 
Venezuela............... 12. 1 L] 
Colombians 8 7 Pa = 
COLA. eatin we mcphecas 8 i —]2 12 
Unidas ha ieasl ee ) 3) 97 :, Q 
TRON Gc ott ean ie Pi ce Ny : —9, a9) ( 
GATS oe, eee a, = 2 3 3 5 es 
are eee Z, 7 —3 —] x 


Source: See table 1-24. 

Se PRA pase Megs ae . : 
Ss Raw materials exclude cereals. For differences 
in time period, see footnote b to table 1-18 


> For differences In coverage, see footnote a to 
table 1-15. 
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ving in foreign exchange can be assessed. It is this 
ncept of the net foreign exchange saving which has 


creasingly been taken as the guide in governmental 
plicy. 


It is obvious that, however vigorously governments 
courage the use of domestic raw materials in manu- 
cturing industry, some growth in imports is an in- 


itable concomitant offdustrialization. The growth 
| manufacturing output in the nineteen fifties did 
deed lead to increased imports of raw materials in 
‘ost of the countries included in table 1-29. The only 
rominent example of a decline in such imports, de- 
vite substantial industrial expansion, is provided by 
idia, but this was because special efforts were made 
) increase domestic production of raw jute and cotton 
1 order to eliminate dependence on supplies from 
akistan. Indian imports of other raw materials, how- 
ver, rose sharply. Altogether, in only one-fourth of 
1e countries did the rate of increase fatt short of tte 
ate of growth in manufacturing production. But it is 
ery difficutt to say to what extent, if any. this was an 
utcome of governmental encouragement of industries 
tilizing domestic raw materials. In a majority of coun- 
ies, imports of textile fibres were a primary reason 
or high rates of increase in total raw material im- 
manegiencbakabaeapensionol. the 
sxtile industry which has been a common feature of 
1any under-developed countries in the last decade. 
ven in the United Arab Republic, though it is a major 
xporter of cotton textile fibres, imports advanced 
trongly because of the rising demand for woollen 
bres. Besides textile fibres, imports of crude petroleum 
or processing in domestic refineries have expanded 
t high rates in a number of countries; since these have 
artially replaced imports of refined products, they 
aust generally have resulted in some saving of foreign 
xchange. Only in a few countries, such as India, 
‘olombia and Venezuela, have imports of raw mate- 
ials other than textile fibres or crude petroleum ad- 
anced rapidly. 

In contrast to supplies of natural resources, most 
nder-developed countries, though certainly not all, 
uffér trom no scarcity of labour. Absorption into pro- 
luctive activity of the targe and growing numbers of 
mder-employed or unemployed persons is, indeed, an 
ntermediate objective of programmes for industriali- 
ation. Abundant manpower, however, coexists with 
carcities of particul for industrial 
ctivity. It would generally be agreed today that the 
carce skills are not those that the average factory 
yorker has to acquire. A labour force with no previous 
ndustrial experience may certainly take some time to 
cquire the skills and adapt to the routine of factory 
ife, and this may mean that costs of operation are high 
n the initial phases. But, Ups sa Nae 
n appropriate system of incéntives, this usually proves 


reater importance is the shortage of technical per- 


sonnel and of people with experience in the manage- 
ment and supervision of factory : also 
problemS-which are amenable to solution; young peo- 
ple can be sent abroad to study at universities and 
acquire direct experience in foreign factories. But this 
may take some years, and, in the meantime, the lack of 
particular skills, or the high cost of obtaining foreign 
personnel with these skills, may tend to discourage 
investment in specific industries. 


It has often been suggested that, since labour is the 
most abundant of all the factors of production in 
under-developed countries, this should predispose these 
countries to prefer industries in which relatively large 
amounts of labour are combined with relatively small 
amounts of capital. The social costs of utilizing addi- 
tional labour are deemed to be nil or negligible, since 
people would otherwise remain unemployed or under- 
employed, and the choice of labour-intensive industries 
would therefore raise the efficiency of the very scarce 
supply of capital. 


This view, however, is subject to a number of im- 
portant qualifications which rob it of much of its sim- 
plicity and validity. One major restriction is the fact 
that the choice of industries should be consistent with 
national aims regarding the levels of investment and 
consumption desired for the future.” Within this 
broader framework, there may nevertheless still be 
scope for selection of alternative industries or tech- 
niques. But further qualifications have to be introduced 
at this level. In particular, it can by no means be as- 
sumed that capital is the only scarce productive re- 
source to be conserved. As has just been noted, all 
types of labour are not in over-plentiful supply and the 
technical skills necessary for some industries may be 
very scarce. Nor can the supply of natural resources 
available for different industries be disregarded as a 
negligible item in relative costs. 


As a practical matter, the question of the best pro- 
portions in which to combine capital and labour may 
assume some importance only when there exists a 
choice between techniques within a specific industry. 
Unfortunately, the systematic collection of information 
on industrial techniques is something which has been 
begun only in the last few years and, so far, the 
empirical evidence is very limited. General knowledge 
alone, however, is sufficient to suggest that there are 
at least a number of industries in which a range of 
alternative techniques employing capital and labour in 
substantially different proportions is not really avail- 
able, at least within the manufacturing processes them- 
selves; such industries as steel, petroleum refining or 
synthetic fibres immediately come to mind as obvious 
12[t has, in fact, been suggested that quite a different cri- 
terion is relevant if, instead of the conservation of capital, the 
aim is to maximize the rate of re-investment. In this event, the 
preferred technique might be one which maximized the surplus 


of current output over current consumption as measured, say, 
by the excess of value added over the wage bill. 
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examples. Of course, it may often be true that there 
exists a choice between the most recently developed 
techniques and older techniques, the latter utilizing 
more labour per unit of output than the former. But 
this is not necessarily relevant to the issue, for the 
newer techniques may generally tend to be more eco- 
nomical in the use of capital as well as of labour. In 
other words, the question is pertinent only when there 
is a choice between alternative techniques which are 
equally efficient in the sense that output per unit “of 
labour is greater and output per unit of capital is 
smaller with one technique as compared with the other. 
When cast in these terms, it becomes clearer that its 
practical importance may be quite limited, at least 
within manufacturing industry." 


This is not to say that there is never any scope for 
the conservation of capital within manufacturing indus- 
try. For example, estimates made of the relative pro- 
ductivity of capital and labour for different techniques 
in the Indian cotton weaving industry indicate that, 
while output per man was certainly much lower when 
simpler techniques were employed, output per unit of 
fixed capital was much higher (see table 1-30). Thus 


Table 1-30. Estimates of Productivity of Capital 
and Labour in Indian Cotton Weaving Industry 
Using Alternative Techniques’ 


(Rupees) 

Value added Value 
Technique per unit of added per 

fixed capital worker 

Fly-shuttle hand loom............ 9.0 450 
Semi-automatic hand loom........ he 1,500 
(Conia jOwer NOON . 4n5c0ccceooe. Ws 2,250 
Factory non-automatic power loom. . IRD 6,000 
INUIOTATETNE [NONIE NOVI. oes co ance 0.6 48,000 


Source: Derived from data published in A. K. Sen, Choice of 


Techniques: An Aspect of the Theory of Planned Economic Develop- 
ment (Oxford, 1960), appendix C. 

*« Estimates are based on information about capital costs of the 
different types of looms, their physical output and the number of 
workers per loom. Single-shift work was assumed in the case of 
cottage enterprise techniques and double-shift in factory tech- 
niques. The figures shown for value added do not reflect actual 
costs and prices but only differences in output per unit of capital 
and per worker under alternative techniques; they were assigned 
the output data on the arbitrary assumption that value added was 
the same per unit of physical output for all techniques. In other 
words, it was assumed for purposes of this table that all money 
costs, such as wages and salaries, raw material costs and deprecia- 
tion charges, per unit of output, were the same for each tech- 
nique. If all actual costs per unit of output were known, the 
results might be different from those shown in the table. For 


example, the costs of raw materials, because of the cost of trans- 
porting them to a widely scattered cottage industry, might be 
higher for the simpler techniques, On the other hand, wages and 
salaries are probably higher in automatic power loom factories 


than in cottage industries. 


the choice of techniques would depend upon the rela- 
tive values placed upon labour and capital. If the social 
13The scope for substitution is probably much greater in 


agricultural and construction activities, which are not con- 
sidered here. 


costs of employing labour were counted as nil or negli- 
gible, there would be a strong prima facie case for 
preferring hand looms to automatic looms or power 
machinery. While this example is subject to a number 
of qualifications,’ it does illustrate the possibility of 
conserving capital through the use of labour-intensive 
techniques. But, within manufacturing industry as a 
whole, this possibility may find its most general ap- 
plication less in the manufacturing processes proper 
than in related activities within the factory, notably in 
materials handling; here it may frequently be true that 
labour-intensive and capital-intensive techniques are 
equally efficient in the sense defined above and that 
there is therefore frequently considerable scope for the 
conservation of capital in such uses in under-developed 
countries. 


SIZE OF MARKETS AND ECONOMIES OF SCALE 


The second set of factors influencing cost conditions 
is related to the techniques and forms of productive 
organization which can be utilized in the plant or in- 
dustry. At the level of an individual plant, these are 
usually known as economies of scale and, at the level 


of an industry, as external economies. While, in prac- 


tice, the distinction between plant and industry econ- 
omies sometimes appears rather artificial, it facilitates 
exposition to discuss them separately. 


As is well known, economies of scale within the plant 
arise primarily because the mdst_é€ 
can sometimes be embodied only in_relatively large 
amounts of capital; in addition, larger-scale produc- 
tion may occasionally permit more efficient organiza- 
tion of labour on the factory floor and may also reduce 
the burden of overhead costs. In certain lines of pro- 
duction where these economies are important. costs per 
unit of output may_be signifi —low 
plants Than mm small ones. 


‘in large 


ie 

At first sight, it might seem that the relevance of 
economies of scale for the choice of industries in under- 
developed countries is a comparatively simple matter 
to settle. It is tempting to conclude, for example, that 
if in the under-developed countries the size of the 
market for specific products is below the minimum 
optimum scale of output prevailing in industrial coun- 
tries, then these countries should not establish plants 
for such products. This might seem a quite acceptable 
view, particularly if the size of the domestic market is 
interpreted in a dynamic sense to include its prospec- 
tive size in the near future and if account is also taken 
of any possibility for the development of export mar- 


kets. 


The experience of industrial countries with regard to 
the behaviour of costs at different scales of output is 
not, however, necessarily a sure guide for the under- 
developed countries. There are several reasons for this. 


14 See footnote a to table 1-30. 
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For one thing, the relative prices of factors of produc- 
tion are by no means the same in all countries: conse- 
quently, as has just been discussed in the preceding 
section, the optimum technique and hence the scale of 
output may vary among countries.'° Secondly, prox- 
imity to the market may often be a more important 
determinant of the cost of the product at point of 
delivery than is the scale of production; this may be 
particularly true in industries where the costs of trans- 
porting the product from factory to consumer are 
heavy. Thus, in many industries in the industrial coun- 
tries, there exist plants which, in terms of production 
costs alone, operate at levels well below the minimum 
optimum scale but which none the less have a competi- 
tive advantage over larger plants by virtue of their 
proximity to the local market.'® Further, it has to be 
remembered that some of the manufactures which are, 
or may be, produced in under-developed countries, 
although similar in name to products manufactured in 
industrial countries, may actually differ in specific 
characteristics; for example, since consumer incomes 
are low, foo Vv so hiShly processed, cloth 
may be of poorer quality or products generally may be 
more utilitarian in design and packaging. This may 
again imply that somewhat different techniques and 
scales of output are more appropriate in under-devel- 
oped countries. 


Not a great deal of empirical content can, unfortu- 
nately, be given to these general statements. Quantita- 
tive evidence on economies of scale is fragmentary and, 
in any case, is founded mainly on experience in highly 
industrialized countries which may not always be en- 
tirely relevant for under-developed countries. No ex- 
tensive research, however, is required to affirm that 
there are numerous industries in which economies of 
scale play no significant part in the determination of 
costs. These are to be found particularly, though not 
exclusively, among the industries producing final con- 
sumer goods. More obvious examples are bakeries, pot- 
teries, brick making, sawmills, furniture making, spin- 
ning and weaving, tanning and shoe making. It is more 
often among certain intermediate and final producer 
goods industries that scale factors may be found to be 


15 Further, as was noted earlier in the text, market prices of 
factors of production in under-developed countries do not ac- 
curately reflect their relative scarcities; if factors are valued at 
prices reflecting relative scarcities, the pattern of relative costs 
among industries may differ even more from that prevailing in 
an industrially advanced country. 


16 The petroleum refining industry offers one outstanding 
example. Data suggest that, in the United States, a refinery 
with a crude oil throughput of about 120,000 barrels a day 
may be about the optimum scale of plant. However, this is on 
the assumption that the refinery can transport its products to 
the market by ship or that it is located in close proximity to a 
very dense market so that transport by road or rail entails only 
short hauls. In the inland areas of the country, there are, in 
fact, numerous refineries with much smaller capacities, fre- 
quently with throughputs of 10,000 to 50,000 barrels. See Joe 
S. Bain, Barriers to New Competition (Harvard University 
Press, Cambridge, Massachusetts, 1956), appendix B. 


of some significance in the choice of industries. Thus, 
it is not too difficult to think of one or two industries 
which could not be operated efficiently in countries 
with very small markets, whatever their relative factor 
prices or other cost conditions might be. In the steel 
industry, for example, the available techniques are such 
that even the smallest feasible plant has a substantial 
capacity. Accordingly, in a very small country, unless 
an ¢xport market could be developed, the plant might 
be able to operate only at levels well below capacity. 
Moreover, thetec employed in large plants ap- 
pear to be inherently superior to those suitable for 


small plants in the sensé that bot ur 
costs per unit of output are Iower;™ thus, inter-country 


differences—in—tetative factor prices cannot alter the 


relative advantage of larger-scale ‘production. 


For many of the intermediate goods industries, how- 
ever, it is somewhat unrealistic to discuss economies of 
scale within the plant as a possible deterrent to invest- 
ment, particularly in the earlier stages of industrial 
development. Since these plants are geared to the sup- 
plying of products to other plants, it is rather the scale 
of output within the industry that is the relevant con- 
sideration. Economies of scale may, in fact, generally 
be more important at the level of whole industries than 
at the level of individual plants. 


The gains that can be reaped from large-scale pro- 
duction in an industry as a whole are familiar. Greater 
specialization of men and machinery throughout the 
industry becomes possible. Batch production methods 
can be replaced by the organization of work in line 
with the concept of continuous flow; this permits the 
introduction of specialized machinery in place of gen- 
eral purpose equipment and the substitution of skilled 
workers by a semi-skilled labour force. With, a large 
established industry, moreover, it becomes more fea- 


sible to standardize component parts and thus-facthtate 
Hn eae eee 
Great stress has been laid by some economists upon 
the importance of these external economies in industrial 
ecole fniene a Ws even eae ge AGS 
of the interdependence among industries, it becomes 


17 For example, labour and capital costs per ton of finished 
steel at a particular location in the United States have been 
estimated to decline as follows: in a plant with an annual ca- 
pacity of 50,000 tons, wage costs per ton would have been 
$37.80 and capital charges $17.76 in 1948 prices; in a plant 
with a capacity of 500,000 tons, wage costs would have been 
$10.03 and capital charges $13.04; at 1,000,000 tons, wage 
costs would have been $7.07 and capital charges $12.56. See 
United Nations, A Study of the Iron and Steel Industry in 
Latin America, vol. 1 (Sales No.: 54.11.G.3, vol. I), page 116. 

Eyen in the steel industry, however, larger-scale production 
may not always be unequivocally superior. Some types of steel, 
other than those in the flat-rolled category, can be produced 
quite efficiently in plants with capacities below 500,000 tons 
per annum; there are usually semi-integrated plants which use 
purchased iron ingots or scrap. For example, in 1952, almost 
one-fifth of the total number of steel mills owned by the eight 
largest steel firms in the United States had capacities of 400,000 
tons per annum or less. See Bain, Barriers to New Competition, 
op. cit., appendix B, 
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neessary for under-developed countries to undertake 
the simultaneous establishment of whole ranges of 


industrial plants. 


There is no question that the development of indus- 
trial complexes in which costs are generally reduced 
through the emergence of external economies con- 
tributes significantly to the attainment of higher levels 
of industrial productivity, and this is certainly a rele- 
vant consideration for governmental policy in the 
choice of industries. But, for practical purposes, it is 
important to appreciate the general nature of the‘proc- 


ess whereby these econom i 2: 


It would not be realistic to suppose that the condi- 
tions of highly efficient large-scale production which 
prevail in developed countries—particularly in their 
engineering industries—can easily be reproduced in 
under-developed countries by a single act of invest- 
ment, however large. The economies enjoyed by the 
industries of developed countries are inseparably 


linked with the organization of production within these 
industries and there are several reasons why, on_the 
initial establishment of the industry, it may be imprac- 
tical for production in an under-developed country to 
be ual eh eh es aly ed 
country.’ The most obvious is simply that the initial 
size-of the market is usually not sufficient to support a 
wide range of highly specialized concerns; a lower 
degree of specialization and a greater use of batch 
production methods are, therefore, unavoidable. And 
even if the market is adequate, it may not be practicable 
to concentrate sufficient resources in the industry. Fur- 
ther, the organization of production along the lines of 
the continuous-flow concept, which is typical of certain 
industries in developed countries, is conditional upon 
such things as a high degree of quality control, the 
standardization of components and the close scheduling 
of work among plants, but these are things which be- 
come characteristic of an industry only after it has 


become firmly established and experience has been 
gained in the organization of work. 


In practice, among the industrially more advanced 
of the under-developed countries which have set out to 
encourage the growth of those industries in which ex- 
ternal economies are important, aygradual approach 
appears to have been general. A clar example tspro- 
vided by the approach towards development of the 
motor vehicle industry. The policy has generally been 
initially to foster the establishment of assembling plants 
using imported components; thereafter governments 
have required manufacturers to utilize a rising pro- 
portion of domestically manufactured components in 
output, and in this way, a group of ancillary industries 
has sprung up around the assembly plants. This appears 
to have been an approach generally applied to new in- 


18 For a detailed case study, see David Granick, “Economic 
Development and Productivity Analysis: The Case of Soviet 
Metalworking”, Quarterly Journal of Economics (Cambridge 
Massachusetts), May 1957. ee 


dustries. Following the establishment of the final goods 
industries, policy has shifted towards encouragement 
of the establishment of related intermediate goods in- 


dustries.!® 


In one sense, the importance of the exploitation of 
external economies for industrial growth complicates 
the problem of choice among industries. All industries 
in which these economies are important obviously 
cannot be simultaneously developed, so that the prob- 
lem becomes one of choosing between alternative pat- 
terns of investment, rather than between specific proj- 
ects. In other words, in view of the limited supply of 


resources, some concentration on partteatermdustrial 


complexes may become necéss conomies 
are to be quickly exploited. But, in another sense, the 
existence of scope for exploitation of these economies 
may simplify the matter of choice, at least after a 
certain stage of industrial development has been passed. 
To the extent that the expansion of previously estab- 
lished industries has created a rising demand for the 
output of ancillary industries or for an increasing sup- 
ply of products or by-products utilized as inputs in 
related industries, the lines along which further devel- 
opment should take place suggest themselves. 


Large or small plants 


Substantial economies may accrue to large-scale pro- 
duction at the level of the industry or in plants manu- 
facturing certain products. This, however, does not 
mean that rapid industrial growth consists solely of the 
creation of large establishments. 


It is, of course, quite true that, in the process of in- 
dustrial development, there is a general tendency for 
the average size of plant, when measured in terms of 
output, to increase. There may also be some tendency 
for the size of plant, even when measured in terms of 
the number of persons engaged, to be somewhat greater 
in more developed countries. But it would be wrong to 
infer from this that what actually happens to the size 
of industrial establishments in the process of industrial 
development is simply a gradual substitution for small 
plants employing comparatively few workers of large 
establishments employing many. 


Analysis of the facts certainly does suggest that large 
factories tend to_become relatively more+mpaortant at 
more advanced stages of industrial development. How- 
ever, this increase in relative importance takes place at 
the exper 
sma 


as coftage industries oF artisan workshops. There is no 
able tendency. in other words, for the small 


factory to diminish in relative importance. 


notice 


These conclusions are broadly supported by the data 


RES . E : 
19 See, for example, United Nations Economic Commission 
: : ; ree 
for Latin America, “Algunas Caracteristicas del Desarrollo 


Industrial en el Perfodo 1950-60” (mimeograph dd 
E/CN.12/602), page 16. gia aaa 
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Table 1-31. Distribution of Employment in Manufacturing Industry, by Size of Establishment, Recent 


Census Year* 


(Percentage) 
SS ea a 
Small establishments Large establishments 
Country Census 1-4 5-46 ery » 
year Total persons faced s Total ee sila Total 
engaged engaged engaged engaged 
Brazil... ee... ose. 1950 7 ) 

4 eee eins Se oa os 40 digs 27 60 2a on 100 
OE) 1954 68 27 41 32 17 15 100 
‘ BCC Ci PN iar cis eidetv cles hese 0) oats vivo 4 1958 ne on 36 27 Oi — 100 
- : ich he A ae 1954 62 39 Ds 38 Ws) 23 100 

BERR ee ns ek. VI eee eee 1952 (C2 28 4A 28 7 11 100 
Wnited Arab Republic.................. 1950 35 8 27 65 uf 48 100 
ee 1954. 25 3 29 7 48 27 100 
Denmark . saliva al eae ele ey ae oe 1948 2 30 Sy) 38 othe ae 100 
CTULATIG [G2 LS eles, oral ee 1953 30 9 DiI 70 ae aoe 100 
Ne oe hell ee. 1955 51 10 Al 49 29 By 100 
a 7 OY See 1951 35 li 24, 65 ae — 100 
Minited States............:. eee eh): 1954 18 2 NS 82 25 58 100 


Source: See table 1-11. 
* For certain countries, the size-classes deviate somewhat from those stated in the table. 


Table 1-32. Distribution of Employment and Value Added in Manufacturing 
Industry, by Size of Establishment, Recent Census Year* 


(Percentage) 


Size of establishment according to number of persons engaged 


Country and item 


5-49 50-250 Over 250 Total 

Brazil 

Employment........ 31 26 43 100 

Value added®........ Sil 29 40 100 
Kenya 

Employment........ 26 74, 100 

Value added®........ 24 f 100 
Lebanon 

Employment........ o7 43 100 

Value added......... 4] 59 100 
Philippines 

Employment........ 40 39 29 100 

Value added........ 19 46 390 100 
Puerto Rico > 

Employment........ 23 49 28 100 

Value added........ Pat 46 33 100 
Republic of Korea 

Employment........ 54. 24 22 100 

Value added........ 4A, 23 33 100 
Finland a io 

Employment........ as 7 100 

Value added?...... BD, - [o=4 100 
Japan 7 ; 

ek ee ere A5 25 30 100 

Value added...... : 26 26 ats) 100 
Sweden 

Employment........ OL = 13 — 100 

Value added>........ 24, ——-——76—— 100 
United States 5 

Employment ....... 15 26 59 100 

Value added........ 12 23 65 100 


Source: See table 1-11 included in the computations. For certain coun- 
a Because censuses of some countries do not tries, the size-classes deviate somewhat from those 


cover very small establishments, only establish- stated in the table. ; 
ments engaging four or more persons have been > Gross value of production. 
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shown in table 1-31. Though the relevant information is 
available only for comparatively few countries, the 
table does show that among some of the under-devel- 
oped countries, very small establishments engaging 
fewer than five persons account for 20 to 40 per cent of 
all persons engaged in manufacturing industry, where- 
as in most of the more developed countries they absorb 
11 per cent or less. Small factories engaging more than 
four but less than fifty persons, however, account for 20 
to 40 per cent of the total numbers engaged in manu- 
facturing industry in most of the more developed coun- 
tries as well as in all of the less developed countries 
listed in the table. 


Along with this similarity, however, there is some 
evidence of an occasional difference if the role of the 
small factory between the more developed and the less 
developed countries which may also be of considerable 
importance. This is the fact that, in thgless developed 
countries, the small factory has sometimes a sigbstan- 
whereas this is less true of more developed countries. 
Amgne' the latter countries, as can be seen from table 
A the efficiency of small factories does not differ 
too much from that of large factories, though Japan 


constitutes an interesting exception. Among the less 
developed countries, on the other hand, it is substan- 
tially lower in three of the six countries listed. Thus, it 
may well be that, in some under-developed countries, 
instead of a decline in the"relative importance-ef small 
factories as they advance industriatty, there~occurs a 
relative increase in the Contribution of small factories 


to the value of total manufacturing output. 


The forces underlying the changes in average plant 
size and in the relative efficiency of large and small 
plants are certainly very complicated. They are bound 
up with the long-run transformation in the structure of 
industrial production, with the integration of localized 
markets into national markets and with the spread of 
modern techniques to all levels of industry. It is beyond 
the scope of the present study to analyse these forces, 
but it is worth stressing here that, whatever the ideal 
combination of large and small factories appropriate 
to a particular country and a particular structure of 
industrial production, there is no general presumption 
in favour of large factories at the expense of small, or 
small factories at the expense of large. Industrial 
growth in fact consists as much in the multiplication of 
small factories as in the formation of large factories. 


Conclusion 


Many under-developed countries have experienced 
appreciable growth in industrial production during the 
last decade. Among the countries for which informa- 
tion is available, some two-thirds recorded annual rates 
of increase in manufacturing output amounting to 5 
per cent or more, and in about one-fifth of the coun- 
tries, the rates equalled or exceeded 10 per cent. Since 
industrialization is a principal element in economic 
development, the vigour manifested by these trends has 
been quite encouraging. In most under-developed 
countries, however, industry still constitutes only a 
minor segment of the economy. The distances they have 
yet to travérse before their economies begin to re- 
semble-in-strvehizethoseof the hich-income countries 
of the-wortd are certainty very _great—Whereasin the 
high-income industrial Countries of North America and 
western Europe industry accounts, on the aveTAge, for 


almost a half of total production, : viicth-mdus- 
try claims im most of the Tincter=ctevetopedt coon ; tries 


ranges town from a quarter to a filth. This offers some 
measure of the transtormation yet to be achieved. 


In this chapter, some attempt has been made to 
identify the main forces which have fashioned the rate 
and pattern of industrial development in the under- 
developed countries during recent years. As a point of 
departure, attention has been drawn to the interrel 
between industrialization and general economic erowth. 
It is obvious that, while the pace of industrialization 
contributes directly to the rate of growth in total in- 
come and output, the growth of income and output 


ation 


Arka 


turn, influences the pace of expansion in industry. 
However, the actual spread of industrial activity in the 
under-developed countries has taken place not only in 
response to the growth of domestic demand: to a con- 
siderable degree it has also represented the establish- 
ment—behind the protective barriers created by tariffs 
or import controls—of industries which produce goods 
in replacement of imported manufactures. In other 
words, the rate of advance in industrial production has 


generally exceede € pace of expansion in total in- 
come and output. 


Within the framework of protective policies towards 
domestic industry, a primary determinant of the rate 
of growth in output has been the volume of productive 
resources available for manufacturing activity; among 
these productive resources, a principal limiting factor 
hasbeen the supply of investment goods. Rates of 
growth in output have been quite closely related to 
the volume of investment allocated to manufacturing 
industry. 


The pervasive role of supply conditions in industrial 
development has been even more evident in the prevail- 
ing patterp.of industrialization. While there has been 
considerable diversity among countries in the relative 
importance and rates of growth of specific industries, a 
clear tendency has been apparent for the share of those 
industries manufacturing durable producer and con- 
sumer goods as well as intermediate goods to increase 
in relative importance as countries advance industrial- 
ly. Not only do these industries account for a higher 
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roportion of output in the industrially more advanced 
yuntries as compared with the industrially less ad- 
anced, but in both groups of countries, they have ex- 
anded more rapidly than the consumer goods indus- 
ies. During the last decade, for example, this was true 
f sixteen out of the twenty-two countries for which 
ata are available. This systematic change in the struc- 
ire of production has not been sinply" related to the 
hanges in the composition of demand engendered by 
ising per capita incomes. sg saa development, at 
“ast in its early stages, has not been a process of bal- 
need growth in the sense that changes in the c omposi- 


on of ave conformed Re to changes in 
he coniposition of demand; rather, it has been as much 


movement away trom a position of éxtreme 1n- 
valance between domestic demand and output to a posi- 


ion of closer balance. 


In accounting for the patterns of diversification in 
manufacturing activity at different stages of industrial 
evelopment, important reasons have been the techni- 
al and organizational characteristics “of\,the various 
ndustries. In the industrially less advanced countries. 
he types of producer goods industries most frequently 
stablished or expanded have been those which are not 
eavily dependent on other manufacturing imdustries 
ither for supplies of the requisite components or miate- 
ials or for markets for their output. They have tended 
o be industries, such as cement, fertilizers or petro- 
eum refining. which use raw materials as their inputs 
ind sell their products to other sectors of production 
vesides manufacturing. It is among countries at more 
idvanced stages of industrial development that the 
wroduction of manufactures involving more compli- 
‘ated forms of industrial organization has begun to 
ake root; here, industrial complexes rather than indi- 
‘idual, or relatively unrelated, plants become a more 
lominant form of industrial growth. 


Of course, underlying these systematic differences 
1mong countries at more and at less advanced stages of 
ndustrial development, there has been considerable 
liversity in the particular industries established or 
-xpanded. This only indicates that the specific eco- 
1omic circumstances which affect the choice of par- 
icular industries vary greatly among countries. The 
‘actors affecting relative costs in alternative industries, 
Seo cg natural resource endowment, the supply of 
skills, economies of scale and external economies, not 
mly vary among countries at different stages of indus- 
rial development but also among the countries at 
similar stages. This only emphasizes that the pattern of 
“esources ication likely to represent the *most effhi- 
sient use of scarce_resour be decided in the 


ight of the economic circumstances prevailing in each 


sountry. 


The pattern of industrial development, however, 
also has a broader significance. If it is true that the 
supply of capital equipment has been a major factor 


limiting the rate of industrialization, it is also true 
that the pattern of industrial development has itself 
been among the determinants of the available supply of 
capital equipment. For, in part, this supply has de- 
pended on the extent to which the pattern of indus- 
trialization has been directed towards the development 
of domestic capital goods industries or, as alternatives, 
of import-substituting or export-promoting industries 
which have increased the capacity to import capital 
goods. Thus, the current allocation of resources among 
industries has been a factor influencing the prospective 
volume of resources for investment. 


Save in some of the industrially more advanced 
countries, the development of domestic capital goods 


industries has piped a-very—miror—rote—in-the-imdus- 
trial growth of the under-developed countries. Num 


pa Ue eres 
ous countries have certainly established or eis 
industries producing building materials, such as 


aed . . . . . 
cement; but the engineering industries which produce 


the machinery and equipment necessary for most ‘in- 
dustrial investment have assumed significant propor- 
tions only in a few countries. In most countriés,.im- 
ported capital equipment has, in fact, acer P Lor 
30 fo 40 per cent of totatimvestment-expendituse; the 
remainder consisting of salaries and wages as well as 


the purchase of local materials. 


Thus, the main contribution of industrial develop- 


ment towards expanding the supply of -capttat-equip- 


ment has been made through its effect on the amount 
of foreign exchange avaitabte_for purchases from 
has taken place has been import substitution rather 
than export promotion. While exports of manufac- 
tures and semi-manufactures from the under-developed 
countries have increased at an’ annual rate of 4 per 
cent during the last decade, their absolute value in re- 
lation to total export proceeds remains very small. 
Total merchandise exports have continued to consist 
predominantly of crude food and raw materials. 
Import-substitution im the fietdof manufactured 
consumer goods as well as intermediate producer 
goods, however, has frequently been of some im- 
portance in contributing to the expansion of foreign 
exchange supplies available for the importation of 
capital goods. But this process has been more evident 
during the nineteen fifties among the industrially less 
advanced countries than among the more industrial- 
ized countries. In the latter group of countries, the 
role of import substitution has generally been more 
moderate, since the scope for the establishment of 
import-substituting consumer goods industries or in- 
mediate producer goods nalicnie had already been 
very largely erloitied It appears, in fact, that the 


possibility for enhancing supplies _of importe ca pital 
equipment through the ol port- 
substituting industries contracts markedly as countries 


pass beyond the earliest stages of industrialization. 


These findings indicate that the pattern of indus- 
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trial development, as well as its rate, is strategic to the 
pace of general economic growth. And this has major 
implications for governmental policy with regard to 
industrialization. Industrial development policy cannot 
be considered in rao ou bara re pment 
policy as a whole; on the contrary, the appropriate 
pattern of industrial development has to be determined 
within the broad frame of reference established by gen- 
eral economic aims. Since the desired rate of economic 


growth implies what future rates of consumption and 
investment should be, this suggests the requisite rates of 
increase in supplies of manufactured capital and con- 
sumer S coda_ Within this, amework, ieawill become 
evident how much emphasis should be placed on the 
development of domestic capital goods industries or, 
alternatively, on import-substituting or export-pro- 
moting industries. If, for example, the overriding aim 
of policy is to raise the level of investment as quickly 
as possible, at the same time holding back the growth 
in consumption to the lowest feasible rate, then policy 
should seek to maximize the flow of resources going 
into the domestic capital goods industries or into other 
industries which increase the net supply of foreign ex- 
change available for imports of capital goods. 


This, of course, leaves unanswered the question of 
the extent to which policy should favour the develop- 


ment Of domestic capital goods industries as agamst 
import-subsiituting consumer goods industries or ex- 
port-promoting industries. A final decision in this mat- 
ter must obviously rest upon the particular economic 
circumstances prevailing in each country. But it is at 


least clear that, among most of the industrially more 


advanced countries, considerable emphasis has to be 


given to the growth of domestic capital goods indus- 
tries. Generally, these countries have already exploited 
the-scope for import substitution of consumer and 
intermediate producer goods, and the continued growth 
of domestic industry cannot yield increasing savings of 
foreign exchange through reductions in imports of such 
goods; on the contrary, it is more likely to raise re- 
quirements of imported industrial materials. Being 
faced with this situation on the one hand and with the 
sluggish growth in world demand for their exports of 


primary commodities on the other, they ea 


on a rate of expansion in the supply of foreign ex- 


changé available Tor imported capital equipment which 
is likely-to be sufficient to meet their growiffg~require- 
ments fer capital equipment. Indeed, in some of the 
larger countries, the size of the foreign trade sector in 
relation to the whole economy is in any case too small _ 


industry. 


These consideratians may apply with less force in a 
number of the less industrialized countries where some 
scope for import substitution remains. But, so long as 
the aim is to raise the level of investment and accel- 
erate the Tate-of economic growth, it 1s clear that, in 
countries~at_both more and tess advanced stages of 
industrialization, a principal criterion guiding policy 
must be the net effect of new industries on the prospec- 
tive supply of capital goods. 


Chapter 2 


INDUSTRIAL GROWTH IN THE DEVELOPED COUNTRIES 


The role of industrial development in economic growth 


The close connexion between industrial development 
and economic growth is evident in historical perspec- 
tive. Wherever per capita incomes have shown a long- 


run. upwWatd-trend, there has been a marked*increase 


in the share of industry in the natio Toduet. Typi- 


cally, ‘the share rose from less than one-quarter in the 
early periods of industrialization to 40 per cent or 
more in recent times: the average proportion in the 
period 1950-1960 is shown in table 2-1. This associa- 
tion is not difficult to explain. The basis of economic 
growth is man’s increasing abihty to transform 
natural resources into useful products, and industrial- 
ization represents the highest stage of development of 
this process. On the other hand, the development of 


agriculture is no less important in the process of 


growth. Indeed, agrarian revolution has usually paved 


the way for industrial revolution, and it is the agri- 
cultural sector that has had To generate the surplus of 
rural Suiput Gvar Tural CousimpGn uesded HS aucvad 


Inter-country comparisons also reflect a positive 
association between the degree of industrialization and 
the level of income. It has been shown in chapter 1 
that, taking all countries together, the share of indus- 
try in the national product increases steadily from less 
than one-fifth to almost one-half as one moves from 
the low-income to the high-income countries. Al- 
though, within the narrower group of industrial coun- 
tries, factors other than the degree of industrialization 
play a larger role in explaining differences in incomes, 
a mildly positive association is observable between the 
share of manufacturing output in commodity produc- 


Table 2-1. Industrial Distribution of Gross Domestic Product,* 1950-1960» 


(Percentage) 
Industry 
ae yes e Total Mining pede Tote Utilities Sone Services 
a en ee 5. ie 90:6 iN 30.7 5.3 1.9 6.5 48.2 
ed “eels eek ae eee 10.6 40.2 4.1 97.4 5.9 2.8 8.8 40.4 
es a nes —22.8 31.2 1.0 wile 6.9 2.0 9.1 36.9 
SI ei ee 8.0 50.0 2.0 38.0 7.0 3.0 42.0 
RAY NE ee eee “20.8 29.4 2.0 26.5 oe 0.9 st ni 
Se ee 51 06 48.2 3.3 36.8 5.7 2.4 8.6 38.1 
Se 12.2 47.5 22 38.0 5.9 1.4 5.7 34.6 
ee i eee aera 8.1 48.7 4.1 34.9 7.3 2.4 7.6 35.6 
ee wet 17.7 37.5 0.3 28.4 7.0 1.8 93 35.5 

ree A ere ete, 6 oer, Ss 13.3) 38.1 Li 27.5 (ea TES) 17.4 olla 
Germany (Federal Republic)‘ Ste aaa. es a 9.7 4.9.4 9.44 37.9 6.1 eee eo) 33.4 
SRA ee eee 12.5 40.4 2.2in 5 29,8 6.5 1.9 9.3 37.8 
9 ail Oe ee 23.2 ~ 41.4 PY aise 8.9 me ibe pad 
ee ee o* ys4 53.7 =O Tal 3.6 4.9 28.0 
ee re 22.9 41.5 ll 32.5 5.3 2.6 6.6 29.0 
ae 510 = «025i HCA 7m 36.7 


Source: Division of General Economic Research and Policies of 
the United Nations Secretariat, based on data from United 
Nations, Yearbook of National Accounts Statistics, 1961 (Sales 

': 62.XVII.3); and national sources. be 
. Except for i an and the United States, where net domestic 

roduct was used; data are at current factor cost except for 
Drcncalia: Austria and France, where they are at current market 
rices. 
PY Average of 1950-1951 and 1959-1960. 


e Countries are arranged in descending order of national 
income per capita in 1957-1959. 
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4 Two-year average of 1952/53 and 1954/55. 
en956; 

! Including transportation. 

* Average of 1950/51-1951/52 and 1958/59-1959/60. 
» Excluding construction. 

i Average of 1950-1951 and 1958-1959. 

i Utilities included in mining. 

k Average of 1950-1951 and 1957-1958. 

1 Utilities included in manufacturing. 

m Utilities included in transportation. 
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tion and per capita income, as may be seen in table 
2-2.1 The major exceptions appear to be Australia, 


Table 2-2. The Share of Manufacturing Output in 
Commodity Production,* 1950-1960” 


(Percentage) 

a sR ea Se 

Country® Share 
WinteGeS Late shee acannon Perey a 80.6— 
(Gama ay ee se eT 65.1 
(Nowe Aeailetial., scn0c00cccoesredcananaenonge ee 
SENreyaCiihs 8c ethene ar Gain ohn oa Mite rnnee eee a a eae 79.2 
VTE RaeEWIIEHO poets te pees el acA ote cea cua net once cere FS. O 
United: ined Ocenia Seat ee ene a arene. 81.4— 
paiement ee ercnre eis Oe sec ake OAS 
Bel giitiies ya tener seh outta: rr waar hs he 74.1 
Deninarkee eee hehe er tent Bann 61.2 
INGE Waly ton eet ue aes ne ei Mee A Lents wee oars 69.6 
Germany (Federal Republic)...........--.- 71.o— 
iN@iinerlleimékey , Jose aceuccaoneausonnfsnucsue 7.0 
Italy ae Be cat eae hey niena nese tresite 5 Hep) 
AES, Oia chalet Sone irae ere Reto oe eae 52.8 


Source: See table 2-1. : 

“ Included are agriculture, mining and manufacturing. 

b Average of 1950-1951 and 1959-1960. 

© Countries are arranged in descending order of national in- 
come per capita in 1957-1959. 


Canada and New Zealand where sparsity of population 
or Sep ctareias Bays ciple thera as hie 
level of income by relymg heavity_on the export of 
siMEe an Oe in 
commodity output of these countries is much higher 
than that of the under-developed countries. 


The process of industrial development has involved 
significant shifts not only in the composition of output 
as a whole but also in the structure of manufacturing 
itself. The history of industrialization shows a progres- 
sion from relatively simple types of manufacturing, 
largel¥_ of non-durable consumer products such as tex- 
tiles, clothing and processed foods, to more_compli- 
cated types, particularly producer and consumer dur- 
ables. The same picture emerges when comparison is 
made among broad groups of countries at different 
stages of industrial development, the relative weight of 
producer and consumer durables being higher in the 
more developed countries. Table 2-3 shows that most 
of the industrial countries have attained a relatively 
high share of producer an 
in manufacturing output.” 


e same table shows the 
share of engineering products, which exhibits a fairly 


urabie Consumer pre ucts 


1 Manufacturing output is related to commodity output rather 
than to total output in order to eliminate the effect of inter- 
country differences in the importance of services. 

* Here again, as was to be expected, within the narrow group 
of industrial countries alone, the association between the share 


of manufacturing in commodity output-and the share of pro- 


ducer and consumer durables in manutac uring output is less 


marked than among all countries taken toget 1gr, 


good association with the share of manufacturing.® 
Table 2-3. Composition of Manufacturing Output, 
by Selected Economic Category, 1950-1960" 


(Percentage) 
a a EEE EE Ee 


Producer and 


“b urable con- ngineerin, 
mabey aan oe ee 
a > 

United Kingdom.......... (gle oO, 
Wunted (Statesman De Be) 
S Wed ella 21 aerate (Gye) 33.4 
Beloiwnrt?. % dace: 412 27.2 
Rranices i een Cee ee (Alms 34.9 
Germany (Federal Republic) 1.0 34.3 
INetiherlandse ssa 61.1 28.9 
INOmWalvanee ee eee 62k 21.0 
Canadae ae 72.3 25.9 
Leave irs eee ere rere 65.4 Dora 
Australas. sere. (eee flier 36.9 
Japan pi) bes Pere ge eee 77.4 32.4 
Finlandian ce ook cee f(0 24.8 


Source: Division of General Economic Research and Policies of 
the United Nations Secretariat, based on data supplied by the 
Statistical Office of the United Nations. 

* Average of 1950 and 1960. 

> Countries are arranged in descending order of share of manu- 
facturing output in commodity production. 

© Final and intermediate producer products and durable con- 
sumer products represent all manufacturing except non-durable 
consumer products: food, beverages, tobacco, textiles, clothing, 
leather and rubber products, or ISIC major groups 20, 21, 22, 23, 
24, 29 and 30. 

d Engineering products represent ISIC major groups 35, 36, 
37 and 38. 

© Including rubber products. 


THE DIMENSIONS OF RECENT INDUSTRIAL EXPANSION 


The growth of manufacturing output 


Granted that the development of industry, and espe- 
cially of manufacturing industry, has been the main- 
spring of economic growth during the past two cen- 
turies, what has been its role in the nineteen fifties? 
An examination of table 2-4 reveals that a high over- 
all rate of growth during this period was invariably 
acconipanied by a high rate of growth of manufactur- 
ing output.” Moreover. manufacturing output has 


grown faster than gross domestic product in practically 
all the industrial countries, the difference between the 
two rates of growth generally ranging from 30 to 50 


per cent. The extreme case is Japan where manufac- 


turing output has expanded almost twice as fast as 
gross domestic product. Although the growth of manu- 


facturing has been exceeded in most countries by that 
®% One major difficulty in establishing this association within 
the group of industrial countries results from considerable dif- 
ferences in the relative pricing of durables and other manu- 
factures in the various countries. Another difficulty stems from 
the fact that the categories of manufacturing shown are not 
sufficiently detailed to indicate the degree of fabrication in- 
volved. For example, the similar shares of engineering prod- 
ucts in manufacturing in Japan and the United States conceal 
the fact that the former country concentrates on relatively 
simpler types than the latter; even within a traditional indus- 
try, such as textiles, or within a highly complex product group 
such as the electronics industry, important differentiation in 
the degree of fabrication undertaken in yarious countries is 
discernible when a detailed examination is made. : 
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Table 2-4. Annual Rates of Growth of Gross Domestic Product and of Output in 
Major Industrial Divisions, 1950 to 1960 


(Percentage) 
eee 
Gross 
Country® domestic Agriculture» Mining Manufacturing Utilities 
product 

apne, ee ciok bk ced Us chee OF 4.7 4.6 18.1— 9.9 
Germany (Federal Republic)......... 7.6% Dy) oe) ORI 9.2 
Italy Be ARMS. phys sh ¥en 5.9 Sy) 10.1 9.0, ees 
AUISiiaeeen etre se: Se 5.9 3.0 5.6 Wall 10.4 
Netherlands. 2s... 6. oy. 4.7 DES PE 6.) 7.4, 
ical ain cee Foe eae. Se ne 4.6 2.4 8.8 6.0 8.0 
MTA G Cte Ry hos diss ha srr oles. ceo 4.3 2.0 6.6 6.5 10.9 
PAUISUPRINS OM CMS fn ee ch 3.9 ee ae DG 7.44 
Ganadanetrar ee fort ars. oes ee. 3.8 1.8 8.7 3.4 9.8 
INew Zealand. - 0... a5 2.9 sa: 4.6 7.74 
De aura 2 ae 3.5 — 6.4 Dell 5.9 
i emrmaie howe Mien cso Soc tieensand s ats 3.4 1.9 i Bio) 8.4) 
Wisihitete AS Cnc ee ee 2.4 1.9 3.67 8.7 
SIWEULET SERS erste es 3.2 —1.0 4.7 a:3 Res 
elorOmimereere er se eh. es oe sat 2.9 Dell —1.4 4.1 5.4 
Waited Bangdom.. 22 os. 6 ee Pia leat —0.6 Se) Sy) 


Source: Division of General Economic Research 
and Policies of the United Nations Secretariat, 
based on data from Statistical Office of the United 
Nations, Yearbook of National Accounts Statistics, 
Statistical Yearbook and Monthly Bulletin of Sta- 
tistics; Food and Agriculture Organization of the 
United Nations, Production Yearbook (Rome); 
Organisation for Economic Co-operation and Devel- 
opment, General Statistical Bulletin, No. 6, 1961 


(Paris), and on data supplied by the Statistical 
Office of the United Nations and the Food and 
Agriculture Organization. 
® Countri ced 1 ing order of 
annual rate of growth of gross domestic product. 
950/51 to 1959/60. 
© 1950/51 to 1960/61. 


4 Electricity only. 


Table 2-5. Change in Industrial Distribution of Gross Domestic Product,* 1950 to 1960° 


(Percentage) 
Country* Agriculture Mining Manufacturing Utilities 

jee ae Sea eee —8.2 —1.0 are: 

Germany (Federal Republic) ......... —3.7 cae 9.3 Sas 
OS og ot eon ee er —7.8 0.9 8.7 0.5 
YR ra gts eek, So, ee = 73) 9) Des ie 
Detheriandse eee o- fie cc ee ees = —2.2 =—()5 2.8 0.5 
erated Meee steer cee te 2 a its ate —4.1 6.6 a. 
AGE re ek. Ime le 2 =I) Ont 2.4 0.5 
(esting hee 2 en ee ee —1.8 Bers Dei 0.3 
art ap cty iee  Oe te iels wae) Sones! 2 —2.9 esl IG. 1.3 
(ea ee en eee —3.5 0.1 0.4 0.8 
DE ee ee eee —2.9 —- 0.6 0.8 
Basted Statesmen. + tate eke c ats tenreok ng —(0.2 ce 1.0 
SEIT in cat & ea Ee Gl Rr ie =d.) — =) say, 
Pieler fees en 2 re Pa a ee _ 1.2 —1.7 ay He 
United Kinpdom......-.-.-.--+--+-: 7) — 710) 3¢ (0) 


NN 


Source: Division of General Economic Research 
and Policies of the United Nations Secretariat, 
based on data from United Nations, Yearbook of 
National Accounts Statistics, 1961 (Sales No.: 
62.XVII.3); and data supplied by the Statistical 
Office of the United Nations. : 

« Change in the percentage share of each sector 
in gross domestic product. Based on estimates of 
gross domestic product by industrial origin in con- 
stant prices except for Australia, Canada, Japan, 


the Netherlands and the United States. For these 
countries, estimates are based on information 
available from table 2-1 and the production indices 
for major industrial groups. 

b Exceptions are as follows: 1950 to 1959 for 
Canada, France, Japan, the Netherlands, Sweden 
and the United States; 1950/51 to 1958/59 for 
Australia. 

© Countries are arranged in descending order of 
annual raté of growth of gross domestic product, 
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Table 2-6. Share of Major Industrial Countries in 
World® Manufacturing Output,” 1938, 1950 and 
1960 


(Percentage) 

Country® 1938 1950 1960 
Wnitedt States seein Bou Hila, 43.8 
United Kingdom........... leat 8.9 "5) 
Germany (Federal Republic).. 10.6 5.8 Or 
Piranesi teria c meer oes Ono, 4.3 4.9 
(Gand Ameer eer ane tae ORS 3.4 2.9 
Lialvier ses cic teeter 2.8 2.0 29 
iiQulaiin sae sac Sms spdeouee 1.4 1.4 ive 
Japan anaes ssa <P inna s ae 4.2 1.3 4.3 
Belovames6sc 4 saegeie ser DUK 13 Ll 
/NVELSINER, o00 ode adaponaccr ee ie: V2 
Netherlands eeeenee eee 1.4 Ie wales 
Denman eee eee 0.8 Onn 0.6 
TAD GhiR Elen ceca 4 ees Aion on 0.8 0.7 0.8 
INDE ete seen never See oe 0.5 0.5 0,5 
(Hiab. ne cong sacawabeuer 0.3 0.3 0.3 
INevaeealand enn Oe 0.2 0.2 


Sixteen industrial countries 
Combinedieete tee 81.3 84.4 82.5 


Source: Division of General Economic Research and Policies of 
the United Nations Secretariat, based on Statistical Office of the 
United Nations, Statistical Yearbook; United Nations, Patterns of 
Industrial Growth, 1938-1958 (Sales No.: 59.XVII.6), and data 
supplied by the Statistical Office of the United Nations. 

® Excluding the centrally planned economies. 

b Estimates based on value added of manufactured goods in 
terms of 1953 dollars. 

¢ Countries are arranged in descending order of the share in 
105) i ita 


of utilities and in some by that of mining, it has 
played a far more important role in over-all growth 
than either of the latter sectors, simply because its 
share in total output is much larger. Indeed, as shown 
in table 2-1, the share of utilities in gross domestic 


product is less than 4 “per cent in all the industrial 
countries, and of mining less than © per cent, wh , and of mining less than 6 per cent, whereas 
the share of manufacturing output exceeds 30 per cent 
in most of these countries. Even in the case of Canada, 
where mining and utilities output have each grown 
more than twice as fast as manufacturing, the former 
two sectors contributed only 8.5 per cent to the in- 
crease in gross domestic product, whereas manufactur- 
ing contributed over 23 per cent. 


In contrast to manufacturing, the growth of agri- 
cultural output has been slower than that of total 
output in all countries. Annual Yal6s ct GFOWIL In asri- 
culture have ranged from 1.5 to 3.5 per cent in almost 
all countries; as will be shown in a later section of this 


chapter, there have been remarkable advances in agri- 
cultural productivity. 


Differential rates of growth in the various sectors 
have been reflected in a shift in the composition of 
total output. As may be observed in table 2-5, the share 
of manufacturing in gross domestic product has in- 
creased in practically all the industrial countries while 
the share of agriculture has declined uniformly. The 
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increase in the share of manufacturing has been par- 
ticularly marked in such fast-growing countries as the 
Federal Republic of Germany and Italy. 


Industrial development has thus continued to play 
a dynamic role in the economy of the developed coun- 
tries. The rate of growth of manufacturing output for 
the sixteen industrial countries as a group averaged 5 
per cent per annum during the nineteen fifties—a high 
rate judged by historical standards even by compari- 
son with the periods of most rapid industrialization 
during the nineteenth century. Indeed, despite the 
efforts of the under-developed countries to promote 
industrialization, the developed countries still ac- 
counted for over 80 per cent of the manufacturing out- 
put of the private enterprise world in 1960, which was 
roughly the same as the pre-war share and was not 
materially lower than in 1950, as may be seen from 


table 2-6. 


Table 2-7. Share of Major Industrial Countries in 
World* Manufacturing Exports,” 1938, 1950 and 
1960 


(Percentage) 
Country 1938 1950 1960 
United Kingdom 22.22.00 hak 21.9 14.0 
United States®s soe0 4 ace ee eal 21.7 18.7 
F 7 ‘= 92 oO Poe 
FAT GObere: > so hae Sareea 3.4 8.3 8.3- 
Germany (Federal Republic).. 19.0 6.1 16.9— 
Belgium and Luxembourg.... 5.1 Jae 5.1 
Canadar tse ee Sill ee 1.2 
Switzerland 6. «cohen se eee oe 2.8 aoe 2.9 
Ne pBNN. ac is ramee ela ne ees ek 3.2 6.1 
Tall yo ewe aoe Se eerie aetal or 3.0 x 4.6 
SIGE CON ctynGnt cc ee Peete 2.2 os wot 
Netherlands............... 1.9 3.6 
NOrWaie. <- 5165 aah acer at =o 1.4 0.9 
AnStrite). 3 et Pa err ee. 3.6! 0.9 1.4 
[Gina iia eee ene eee eS 0.8 0.8 
Avastnalie ries aene eee 0.3 0.4. 
Denmark... on «26 on aches 0.2 0.9 
New Zealand.............. — — 
Twelve industrial countries 
combineds............. 83.7 81.6 85.1 
Eighteen industrial coun- 
tries combined........ a 86.2 91.7 


Source: Division of General Economic Research and Policies of 
the United Nations Secretariat, based on Statistical Office of the 
United Nations, Yearbook of International Trade Statistics and 
Monthly Bulletin of Statistics (various issues); United Nations. 
Growth and Stagnation in the European Economy. by Ingvar 
Svennilson (Sales No.: 54.1I.E.3); R. E. Baldwin, “The Com 
modity Composition of Trade: Selected Industrial Countries 
1900-1954”, Supplement to the Review of Economics and Statistics 
(Cambridge, Massachusetts), February 1958. 

* Exeluding centrally planned economies. 

> Including SITC sections 5, 6, 7 and 8. Excluding processed 
foods and mineral fuel. ; ? 

°* Countries are arranged in descending order of the share in 
1950. s 

* Excluding United States special category exports. 

© Estimate refers to the whole of Germany as it was in 1938 
not including Austria. : ; 

f 1937. 

* Twelve countries for which data are available in 1938. 
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The relatively high rate of growth of manufactur- 
ing in the industrial countries as a whole has, more- 
over, been achieved despite the below average per- 
formance of two of the most important countries, 
namely the United Kingdom and the United States, 
which accounted for three-fifths of world manufac- 
‘turing output at the beginning of the nineteen fifties, 


but for only a little more than one-half by the end of 
the decade. 


The predominant position of the developed countries 
in manufacturing is even more marked in exports than 
in output. Table 2-7 shows that manufactured exports 
of the developed countries accounted for about 90 per 
1960 and was somewhat higher than the share at the 
beginning of the nineteen fifties or pre-war. At the same 
time significant shifts in the share of world exports of 
manufactures have taken place among the industrial 
countries. This has in part reflected differential rates 
of growth of manufacturing output and the degree of 
adaptation to the structure of market demand. 


Shifts in shares of world exports of manufactures 
during the past decade have also been influenced by 
readjustments following the Second World War. Thus 
the shares of the United States and the United King- 
dom were exceptionally high at the beginning of the 
nineteen fifties, when recovery and reconversion in 
these countries were further along than in the others. 
In contrast, the position of such countries as the Fed- 
eral Republic of Germany and Japan was adversely 
affected by war devastation. When comparison is made 
with pre-war shares, the shifts are less striking. 


Table 2-8. Annual Rates of Growth of Output, 
Employment and Output per Worker in Manu- 
facturing, 1950 to 1960 


(Percentage) 
Output per 

Country* Output Employment worker 
eee eee eee 18.1 55 12.2 
Germany (Federal Republic).. 10.1 4.7 a4 
Uf Sie” ee ee 9.0 12 7.6 
SSS OR, eee eee en eee 6.5 UW 5.8 
Netherlands............... 6.1 1.1 4,9 
Evatt eee 6.0 1.9 4.0 
ONG Ee ae 5.7 1.8 3.8 
Se ee eres a 0.7 4.4 
New Zealand.............. 4.6 23 2.2 
Ee eee cae es 4.] 0.6 3.5 
Bianivens States..;...4¢..-->+ 2 - 3.6 0) 2.7 
Sinited Kingdom ........-.- a3 1.1] 2.3 
SP TE VACL IES eT aol erated ae ae 3.4 0.9 25 
Detititl? Rea eee Bs) i Dal 


a 


Source: Division of General Economic Research and Policies of 
the United Nations Secretariat, based on data from Statistical 
Office of the United Nations, Statistical Yearbook and Monthly 
Bulletin of Statistics; Organisation for Economic Co-operation 
and Development, General Statistical Bulletin; and national 
sources. ; 

@ Countries are arranged in descending order of annual rate of 
growth of manufacturing output. 


Trends in manufacturing employment 

While manufacturing output has almost invariably 
grown faster than total output, the growth of manu- 
facturing employment in most countries has not-been 
significantly higher than that of total employment. 
The trendof emptoyment in manufacturing has been 
even less favourable in relation to other non-agricul- 
tural activities (employment in agriculture having 
declined or changed little). 

The contrast between the growth of output and 
that of employment in manufacturing reflects a gen- 
erally low elasticity of employment with respect to out- 
put. In most countries, a one per cent increase_in 
manufacturing output hasbeen accompanied by less 
than a ee oe rer eee ee 
facturirig employment, as may be seen in table 2-8. 
Moreover, differences in employment elasticities in 
various countries have in many cases contributed to 
differences in the growth rates of manufacturing em- 
ployment. Thus, the exceptionally high rates of in- 
crease in manufacturing employment in the Federal 
Republic of Germany and New Zealand have been 
strongly affected by high elasticities and, conversely, 
the low rates in France and Sweden by low elasticities. 
However, the elasticities of employment in Australia, 
Finland and Japan, on the one hand, and Denmark, 
the United Kingdom and the United States, on the 
other, have been broadly similar. The relatively high 
rates of increase in manufacturing employment in the 
former group have largely been due to correspondingly 
high rates of growth of output. Moreover, in evaluat- 
ing the total impact on employment of differences in 
elasticities and output growth, it is essential to look 
beyond the manufacturing sector. For, despite low 
rates of increase in manufacturing employment in 
such countries as France and Italy, where the elasticity 
of employment has been low, the high rate of growth 
of manufacturing output has had a favourable indirect 
effect on employment in the rest of the economy. 
Furthermore, apart from the fact that output per 
worker has been closely associated with the growth of 
output as revealed in table 2-8, a low elasticity of 

4A rough indication of the elasticity of employment with 
respect to output may be obtained by dividing the rate of 


erowth of employment by that of output, both shown in table 
2-8. Estimates are: 


Country®* Percentage 
Janae wee eee See ees ee PAT cena aes 
Germany (Federal Republic) .... 5, ed 
New Zealand: (oan octane ccs An ee - av 
Finland’ ~.... we ran na ETS ue “to ys 
Australia .... Raa oh Os 
Italy nf : fs ie ape lS 
Netherlands . . ow IIe 
United Kingdom ; Lar NRE hag OU 
Denmark oS 
United States ...... ee 28 
Canada .. Rf “t an PAS 
Norway ... ms : ; 14 
France .. eke 


Belgium .. 
4 Countries are arranged in descending order of 
annual rate of growth of manufacturing employment. 
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employment also implies, other things being equal, 
a high rate of growth of output per worker. A low 
elasticity should not, therefore, be considered a liability 
to the economy. This is especially so when the rate 
of growth of the labour force is low, as in the Scan- 
dinavian countries and the United Kingdom. Even 


in countries where labour is abundant, the crucial is- 
sue in fact is not so much the responsiveness of em- 
ployment to a given rise in manufacturing, but whether 
the rate of growth of manufacturing is sufficiently 
rapid to generate the desired rate of increase in the 
demand for labour. 


Patterns of industrial development 


The foregoing analysis has demonstrated the close 
link between the process of growth and changes in 
industrial structure: in the process of economic growth, 
the various industrial sectors have not expanded uni- 
formly, some sectors performing better than the aver- 
age while others have lagged behind. Despite the 
advanced stage of industrialization already reached 
in most of the industrial countries, the manufacturing 
sector has continued to grow at a faster rate than the 
economy as a whole, and the agricultural sector has 
given further ground. It remains to be investigated 
how far the growth process has involved changes in 
structure within the manufacturing sector. 


RECENT TRENDS IN MAJOR SECTORS OF 
MANUFACTURING INDUSTRY 


Structure and growth of output 


Table 2-3 has already pointed to certain systematic 
differences among countries in the structure of manu- 
facturing output. Countries at a high level of indus- 
trialization have tended to concentrate on the more 
complex types of manufacture such as engineering 
products. The-vartous-branches-ofimamiecturing out- 
put may now be examined in some detail in table 2-9. 
The most striking phenomenon, in addition to the 
generalization already made, is the sizable variation 
in the relative importance of some of the individual 
branches of industry. For instance, the share of paper 
in manufacturing output ranges from under 2 per 
cent in Italy to 14 per cent in Finland, and the share 
of basic metals from less than 3 per cent in Finland 
and the Netherlands to over 12 per cent in Belgium 
and Japan. The reasons for particular inter-country 
disparities are not always clear, but differences in the 
stage of industrialization do not appear to have been 
important. In some cases, such as paper and wood 
products in Canada, Finland and Sweden, the rela- 
tively high share obviously reflects particular resource 
endowments; in others, the explanation may have 
to be sought in historical development or deliberate 
choice, as with the high weight of basic metals in 
Belgium and Japan. 


Recent changes in the structure of manufacturing 
output have resulted from the differential rates of 
growth from 1950 to 1960 in the major branches of 
industry shown in table 2-10. Table 2-11 presents 
the relative performance of each branch as compared 


with that of manufacturing output as a whole. Several 
important facts emerge from these tables. In the first 
place, in practically all countries m roducts_and 
chemicals havé been the most dynamic industries, 
while processed food, textites,ctothing— and teather 
products have been among the stow-growing or even 
stagnating groups. Because—of the targe shares and 
high rates of growth of the metal products and chemical 
industries, the contribution of these two industries 
to the increase in total manufacturing output was con- 
siderable. Table 2-12 indicates that, in mog ies. 
these two industries combined contributed more than 


40 per Gent to the incfease in manufacturing output 
from 1950 to 1960; in Australia, the Federal Republic 


of Germany, France, Japan, the Netherlands, the 
United Kingdom and the United States, the contribu- 
tion of these two industries was as high as 60 per cent 
or even higher. 


Of greater importance from the point of view of 
policy implications is the correlative movement of the 
various industrial branches within each country. Coun- 
id rates of over-all growth have gerferally 
or most branches 


tries with ra 
achieved high rates of growt 
of industry; conversely. low rates of over-all growth 
have usually been reflected in all the various subsectors 
of manufacturing. Indeed, even the relatively laggard 
industries in the rapidly growing countries, such as the 
Federal Republic of Germany, Italy and Japan, have 
often registered impressive absolute rates of growth, 
while the relatively dynamic industries in the slow- 
growing countries have usually failed to achieve par- 
ticularly high rates of growth. 


or al 


The above strongly suggests that where manufactur- 
ing has grown slowly, this has been due not so much 
to any inherent tos Yharnis mdtstry asto a 
lag in “overall growth. tndeect—owing to the-thter- 
dependence of the economy even the dynamic indus- 
tries may be seriously held back by generally slack 
business conditions. 


A further implication is that, despite the link be- 
tween growth and structural change observed above, 
the dimensions of industrial growth and _ structural 
change were not necessarily correlated closely during 
the nineteen fifties. In other words, countries experi- 
encing fast rates of industrial growth have not neces- 
sarily experienced a greater measure of structural 
change, still less any major problem of structural ad- 
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Table 2-12. 


Percentage Contribution of Increase in Output of Major Groups to Total 


Increase in Manufacturing Output,* 1950 to 1960” 
ee a 


Country 


Metal products Chemicals Basic metals Other 
LL VOLUN 3 05 Ts a” ae ne 4 2.§ 9.5 30 
Germany (Federal Republic)........ 138 46 = 310 
ee ee 25.3 25.9 13.3 Baa 
Fe eco oie sine «2 44.8 25.2 6.2 23.8 
Netherlands..................... 43.9 15.5 4.6 36.0 
ES Sa Se eae nena 28.2 8.6 4.3 58.9 
Pe ee ore Pine ts os ici oie. a 44,2, 20.7 78 373 
ae ean 27.9 9.0 17.5 45.6 
UU Ce ani) ee Aen 30.3 19.0 18.7 32.0 
United Statea in. 04 cece. s.. ss. 42.9 18.2 0.2 38,7 
United Kingdom: ic can. 48.6 15.3 8.2 27.9 
ERS Se een eee 19.4 21.2 10.6 48.8 
SIMGU CTE eRe ee eh 30.2 13.0 15.9 40.9 


———— a ee eee ee ee 


Source: See tables 2-9 and 2-10. 

* Obtained by dividing increase in output in each 
major group by increase in total manufacturing out- 
put; in terms of 1953 prices. 


justment. It is true that a considerable spread de- 
veloped between rates of growth in various industrial 
branches in such rapidly growing countries as France, 
Italy and Japan. On the other hand, little spread was 
found in the Federal Republic of Germany where the 
growth rate was high, and a large spread was evident 
in a relatively slow-growing country, such as Sweden 


(see table 2-10). 


IMPACT OF TECHNICAL PROGRESS 


The striking similarity in the relative rates of growth 
of various branches of manufacturing in the developed 
countries suggests the existence of common influences. 
One such influence is technical progress: there is direct 
evidence that the fast-growing industries, such as the 
chemical and engineering industries, have been _par- 
ticularly aifected by tesheclocioal advances. It is com- 
mon “Enowledge that many~firms in these industries 


derive a high proportion of their sales from processes 
and products that had not existed prior to the nine- 
teen fe ict ae eee hac lsu ood 
in other industries, its effects have been less far-reach- 
ing. 

The upsurge in technology in the fast-growing in- 
dustries has generally been accompanied by a high rate 
of expenditure on research and on new plant and 
equipment. The chemical and engineering industries 
have devoted a notably high proportion of their re- 
sources to research, especially in fields where technical 
leadership brings major competitive gains. In the less 
advanced countries, original research has been far 
less important since it has been possible to borrow 
technologies already developed in other countries. 


Whether technical progress has consisted of new 
discoveries or the propagation of known methods, it 
has almost always involved new investment. The inti- 
mate relationship between investment in new produc- 


5 1950/51 to 1960/61 for Australia. 

© Countries are arranged in descending order of 
annual rate of growth of manufacturing output. 

4 Machinery and transport equipment included. 


tive capacity and the embodiment of new techniques 
at a time of rapid technological advance has been 
emphasized elsewhere.® There is also some evidence 


of a positive relationship between the rate of growth 
of particular dusinies and ther rate of investment.¢ 
ee 

The effects of new investment and technical progress 
are to be seen in advances in output per worker. Al- 
though this is not a refined measure of productivity and 
does not take into account differences in the intensity 
of work, it does provide some indication of the sig- 
nificant developments resulting from technical progress. 


Table 2-13 shows the rate of growth of output per 
worker by major industrial groups. Comparison with 


table 2-10 indicates a significantly positive relationship 
between rates of growth of output and of output per 
Seite Wiis ind cial Gouna on arious industrial groups. In a majority 
of cases the rate of growth of output per worker in 
the chemical ‘industries has been faster than that for 
most other branches. The picture for the engineering 
industries is, however, more spotty. The rates of growth 
of output per worker in these industries in a number 
of countries, such as Belgium, Canada, Sweden and 
the United Kingdom, have been comparatively low, the 
rates of growth of output of these industries being 
relatively unimpressive as well. Part of the reason is 
to he found in the backwardness of certain sectors of 
the engineering industry in some of these countries— 
such as shipbuilding and the machine tool industry 
in the United Kingdom. 


Tt should not, of course, be surprising that tech- 
nological advances do not give a full explanation of 
the relative rates of growth of industries. The best 
illustration of this point has already been provided 
earlier by the impressive growth of output per worker 


5 See United Nations, World Economic Survey, 1959 (Sales 
No.: 60.11.C.1), pages 32 to 34, 

6 See United Nations, Economic Survey of Europe in 1961 
(Sales No.: 62.1L.E.1). 
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a 


in agriculture. Clearly, the relative rates of growth of 
agriculture and industries must be governed by the 
course of demand. An attempt will be made in the 
following section to examine the role of demand on 


differential rates of growth in the manufacturing in- 
dustries. 


IMPACT OF CHANGING STRUCTURES OF DEMAND 


Growth rates of manufacturing industries have been 
affected by the course of demand as well as by the rate 
of investment and technical progress. In practically all 
countries, exports and gross domestic fixed capital 
formation have provided the greatest stimulus to manu- 
facturing output. This is so partly because these two 
components of demand have generally been growing at 
a higher rate than other components, and partly because 
they require, directly and indirectly through the de- 
mand for intermediate products, a relatively high pro- 
portion of manufactured goods. 


Table 2-14 shows the rates of growth of major com- 
ponents of final demand. It is noteworthy that in an 
overwhelming majority of countries the rates of efowth 


of exports and fixed domestic capital formation have 


been substantially 


3 rivate or 
public consumption. The United States is a major ex- 
ception where government expenditure has grown at 
a relatively fast rate. Furthermore. it has been calcu- 
lated* that for all the countries where data are avail- 


7 The following generalizations are based on calculations of 
the impact on manufacturing output of changing structures of 
demand with the aid of input-output tables of seven western 
European countries, Japan and the United States. For descrip- 
tion of methods of calculations and discussion of problems of 


Table 2-14. 


able, the manufactured content of exports and capital 
formation is invariably higher than that of total de- 
mand. For most countries an increase in export demand 
of $100 at constant prices would tend to increase manu- 
facturing output by $25 to $50; and an increase of 
the same amount in gross domestic capital formation 
would raise manufacturing output by $20 to $40. In 
contrast, the corresponding figure for private con- 
sumption would be about $20 while that for govern- 
ment expenditure would be even lower, except in the 
United States where the manufactured content of gov- 
ernment expenditure is relatively high owing to the 
importance of defence outlays. 


The combined effect of the relatively high rates of 
growth, and of the above-average manufactured con- 
tent, of exports and capital formation has meant that 
these components of demand have exerted a profound 
influence on the course of manufacturing output dur- 
ing the nineteen fifties. These two components of de- 
mand alone have contributed, directly and indirectly, 
over one-half of the total increase in manufacturing 
output. In a number of countries, such as the Federal 
Republic of Germany, the Netherlands and Norway, 
the contribution has amounted to seven-tenths or even 
more. Here again, the United States is an exception 
since the corresponding contribution by exports and 
capital formation there has been substantially lower 
than that of other countries. 


interpretation, see United Nations, Economic Survey of Europe 
in 1957 (Sales No.: 58.1L.E.1), chapter HI. Similar calculations 
have been made by the Secretariat of the Organisation for 
Economic Co-operation and Development. 


Annual Rates of Growth in Final Demand, by Major Components, 1950 


to 1960* 


(Percentage) 


General f 
Private government Gross domestic Exports of Total 
Country” consumption consumption fixed capital goods and final 
expenditure expenditure formation services demand 

eS ee 8.2 69° 17.2 12% 9.5 
SADAING pene SEnte cie eee 8 cee One Z i 2.9 
Germany (Federal Republic)......... 1.3 5.7 9:9 16.5 7.6 
Oo ec ee le oie 4.5 7.4 9.0 12.6 5.9 
exalt Aer Re es + aT 5.1 4.1 oe 14.1] 5.9 
| SRT op ak aeliotears 5 eee 1.3 3.7 5.0 Dut 4.3 
INV iveGliniet Git, Meester eee ne ee 3.5 Ona Dat 9.8 i i 
fanal Gis (0 Vas Baa ee eo ee eee eee Tie ft ay ad 4.6 
NUT BSI No te So ge fk Pau Se ee el 4.0 4.6 6.9 3.9 
Norway 2.6 5.0 3.0 6.8 3.5 
IN Vie Aer ee lets oe Cie eis hee re ak ae ts Ses Se 
GS AE Ean Ne ae A ee eee 3.4 put Sis, Ore Bio 
Posen eR te tek ee eae Dae, Ze 2.6 8.0 2.9 
United Si pind open mete eee ne Be Bs 7 2.0 5.3 ye 
United Gmedontes. sess. 2.7 aes i - 2.4 1.9 5.3 2.3 2.1 
Canada c Te hie tee 5 GN re are 1.4 4 a. ( hit 3.8 
Oe eee 2.6 1.0 6.4 a 3.4 
ee OES ee eee Pas; 4.5 5.0 HK) Dee 


Source: Division of General Economic Research 
and Policies of the United Nations Secretariat, 
based on data from Statistical Office of the United 
Nations, Yearbook of National Accounts Statistics. 


# 1950/51 to 1960/61 for Australia and New 
Zealand. ; 

b Countries are arranged in descending order of 
rate of growth of manufacturing output. 
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Within the manufacturing sector the direct and in- 
direct contribution of exports to the increase in output 
in chemicals has generally been more important than 
to the increase in manufacturing output as a whole; 
similarly, the corresponding contribution of gross 
capital formation to the increased output of metals 
and metal products has been uniformly high. It is 
evident, therefore, that the course of demand has been 
an important factor in shaping the differential rates 
of growth of manufacturing output in various indus- 
tries. In the United States, however, government ex- 
penditure has also played a leading role in generating 
demand. 


Changes in the structure of major 
components of demand 


The structure of manufacturing output has been af- 
fected not only by the major components of demand 
but also by shifts within these components. There is 
some indication that the pattern of exports has changed 
in favour of the fast-growing industries. This is sug- 
gested by a relatively high rate of growth of manu- 
factured exports as compared with exports in general 
and an even more marked increase in exports of engi- 
neering products. In countries such as Belgium, Den- 
mark, France, Italy, Japan, the Netherlands and the 
United Kingdom, the rate of increase of exports of 
engineering products was more than one and one-half 
times as high as that of manufacturing products as a 
whole. 


There is also a remarkable similarity in the pattern 
of growth of manufactured exports in different coun- 
tries reminiscent of the similarity in the pattern of 
output discussed earlier. While the sluggish perform- 
ance of manufacturing in certain countries has been 
caused by a general lack of dynamism rather than by 
the backwardness of individual industries, a similar 
explanation holds true of the relative performance of 
manufactured exports in various countries. Although 
this is not the place to offer a comprehensive explana- 
tion of the behaviour of exports, an examination of 
data indicates that poor export performance has not 


to any major extent been the result of an-hritraty un- 
favourable commodity composition of exports. Caun- 
tries with above-average rates of increase in total ex- 
ports have typicatty recorded better than-average-per- 
formance in all the principal commodity groups-and 
not merely in the most dynamic ones; and the~con- 
verse has applied in countries where exports have ex- 
panded more slowly. Where initial commodity com- 
position or geographic distribution of exports has been 
unfavourable for rapid growth, some countries have 
shown much greater flexibility than others in shifting 
to the more dynamic commodities and markets. 


The effect of changes in the structure of investment 
on the growth of industrial output is more difficult to 
ascertain. There is some evidence, however, that the 


rise in the share of machinery and equipment in fixed 
capital formation in the majority of the industrial 
countries has contributed to expansion in the basic 
metals and metal product sectors. More important have 
been the shifts towards the purchase of durable con- 
sumer goods that have accompanied the rise in con- 
sumer incomes and stimulated the growth of engineer- 
ing production.’ Table 2-15 shows that in eleven out 


Table 2-15. Share of Consumer Expenditure 
Allocated to Durables, 1950 and 1960 


(Percentage) 

Country* 1950 1960 
ACUSITIE -  Sa ie oe ee eee 8.0 14.75 
Denriarkee see ee eee 10.1 16.0 
Netherlands. eet ae ntee Tee Te 
United, Kimedomts 25. -< o.scee= 6.5 9.3 
Veal otiavare-n aoe esata ee 3.98 6.3 
Bratrce 8 ee ees Cee ee 4.9 Tel 
Norway. a0: dot teier ete eee (es 9.6 
Belavignts. 30.25 aaa e a eee rae 8.6 10.6 
Swedetic «1. eens a 9.1 10.8 
Dinlands Se ees eee 4,74 6.24 
Thalys =e oe, 4.0 
Canada RAE? 10.4 10.0 
Australiaiiws 2 cajon ocean eee ee Q.l]de 8.54 f 
United States........ 12.8 10.7 


Source: Division of General Economic Research and Policies of 
the United Nations Secretariat, based on data from Statistical 
Office of the United Nations, Yearbook of National Accounts 
Statistics; Organisation for Economic Co-operation and Develop- 
ment, General Statistical Bulletin, Nos. 4 and 5, 1961. 

a Countries are arranged in descending order of change in 
share of durables in consumer expenditure. 

b 1959. 

OSes 

4 Furniture, furnishings and household equipment only. 

© 1950/51: 

f 1960/61. 


of fourteen countries the share of durables in total 
consumption rose from 1950 to 1960. Table 2-16 indi- 
cates the remarkable increases that have taken place 
in certain consumer durables in Tetent yeaTs--the rela- 
tive rise In constmmer durables corresponds to a decline 
in non-durables, such is shift 
relative changes in the various 
branches of manufacturing along the lines discussed 
earlier. 


has comttt 


It is thus evident that there hastbeen much in com- 
mon between the industrial countries as regards their 
experience of technical progress and shifts in the struc- 
ture of demand during the nineteen fifties, and these 
factors have had a parallel influence in shaping the 
pattern of growth of manufacturing industries. These 


8 From 1953 to 1959, the share of major consumer durables 
(mainly sewing machines, radfo and television receivers, wash- 
ing machines, vacuum cleaners, electric irons, dry shavers, floor 
polishers, refrigerators, bicycles, motor cycles and motor 
vehicles) increased from about one-seventh to one-fifth of the 
total value of engineering production in western European 
countries. See Organisation for European Economic Co-opera- 
tion, The Engineering Industries in Europe, 1960 (Paris, 1961). 
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Table 2-16. Annual Rates of Growth of Deliveries® 


of Selected Consumer Durables, 


1954 to 1959 


(Percentage) 


See 


Country> Pascua oe ee pena 
cars sets machines ators 
INIsiniaree gave ec. en: 24.4 14: : 
RS a eer a ee 24. 43 3° 44,3 EO 
RT core oa i a 14.3 Lett : 15.9¢ 
STS a orca Benn she aioakde heck ocd... 11.0 8.4 i 
United Kingdom......................... 91 18.1 7.9 28.5 
Japan ee Peet 6 eek PE 40.2 146.7 35.0 100.4 
LANCE M Tee ON eee ee eee 19.9 Boil 14.8 24.3 
Germany (Federal Republic)... . . 21.8 66.7 15.0 31.4 
SOT TES ee ee 10.7 ee 
SUECA ET Ce ae Se I aan letees ti 
ae ee ee ae 44.3 55.3¢ 


Source: Division of General Economic Research 
and Policies of the United Nations Secretariat, 
based on data from Organisation for European 
Economic Co-operation, The Engineering Industries 
in Europe, 1960; and national sources. | 

* Based on data in terms of units. 


forces have, moreover, acted on each other and tended 
to generate a cumulative impact. Thus, investment in 
the development of new technologies has also con- 
tributed in changing the pattern of demand. Improve- 
ments in methods of production and development of 
new products have reduced costs and stimulated de- 
mand. Expanded demand has given further oppor- 
tunities for cost reduction through better utilization 
of capacity. Declines in relative prices have added to 


» Countries are arranged in descending order of 
change in share of durables in consumer expendi- 
ture. 

© 1956 to 1959. 

4 1954 to 1958. 

© 1954 to 1957. 


the attractiveness of the basic technical properties of 
chemicals as compared with other raw materials. 


The principal differences between countries are, 
therefore, SS he Tound Targely in the alent To Which 
the tremendous opportunities available have been seized 
upon and exploited, and this, in turn, has depended 
significantly upon the nature of government policies, 


particularly those affecting the over-all rate of growth. 
— nn, 


Problems and policies 


THE STRATEGY OF INDUSTRIAL DEVELOPMENT 


Despite the much greater participation of govern- 
ments of the industrial countries in the economic life 
of the community during the post-war period, there 
has been relatively little in the way of deliberate 
strategy for industrial development. The developed 
countries do not, in normal times, face the same sort 
of problem as the under-developed countries in seeking 
to change the whole structure of the economy, by rais- 
ing considerably the share of industry in the total na- 
tional product. The spare i i oduct 
has certainly continued to decline ot the 
result 6f any deliberate government policy—nor was it 
always accompanied by a rise in the share of manu- 
facturing. In fact, in the most advanced countries, the 
share of manufacturing industry in the total national 
output may have reached a peak or plateau, and as 
incomes go still higher there may be a shift to ser- 
vices. It is noteworthy that services represent a higher 
proportion of total _natio i nited 
States than in the other industrial countries. The share 
of manufacturing employment in total employment has 
in fact declined in a number of countries, such as 


Belgium, Canada and the United Kingdom as well as 
the United States. It should, however, be noted that 
these declines have accompanied a levelling off in the 
over-all rate of growth in the countries concerned—it 
is not clear that such declines would necessarily have 
occurred had the rate of growth been maintained. Cer- 
tainly in countries such as the Federal Republic of 
Germany, France and Italy the share of manufacturing 
in both total output and total employment has con- 
tinued to rise, although in these countries an important 
factor has been the relative backwardness of the 
agricultural sector which has been able to release 
labour and other resources to industry on a substantial 
scale. 


In any event, the developed countries have not been 
concerned to influence to any major degree the share 
of manufacturing in the total national product, but 
rather to maintain a general level of demand and rate 
of growth of the economy as a whole which would 
permit full employment and rising standards of living. 
Governments have therefore concerned themselves 


much more with specific or ising 
in particular industrial sectors—such as e f 
EO 


i 
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the decline of particular industries or of the develop- 
ment of backward regions—= i therate 
strategy for industrial development. Onty im so far 
as general encouragements to industry through tax or 
other concessions have formed part of an over-all pro- 
gramme for maintaining economic stability and an 
adequate rate of growth could governments, in general, 
be said to have any particular policies with respect to 
industry as such. 


During the early post-war period, of course, gov- 
hoa oa aiaes Seca egMcasscr EC of 
industry. At a time of over-all excess demand, gov- 
ernments used various devices to direct investment 
into those areas considered to be most important for 
economic recovery. Access to the capital market was 
controlled, permits to build were carefully rezut: y_regufated, 
and raw materials and intermediate products in short 
supply were allocated to priority end-uses, especially 
if they had to be imported. In France, under the first 
post-war plan for modernization and equipment, spe- 
cial emphasis was placed on the development of cer- 
tain’ basic industries suc oat —etectricity, road 


methods employed in fostering them varied to some 
extent from country to country, most of the western 
European countries devoted special attention to the 
rehabilitation of the basic industries after the war. 


In Japan, likewise, the Government played an im- 
portait role during this period in allocating scarce 
resources for reconstruction. A system of priorities 
was established and a special Reconstruction Finance 
Bank was created with a view to financing investment 
in priority industries. In addition, the Government 
exercised direct control over the allocation of scarce 
materials essential to the development of priority in- 
dustries; it is noteworthy that even when the direct 
controls were subsequently relaxed government influ- 
ence continued in an indirect way. A number of gov- 
ernment development corporations were created and 
in 1951 the Japan Development Bank was established. 
The industries ranking high in the governmentwpriority 
list were coal, steel, fertilizers, electricity and ship- 
building. In addition to credit facilities certain tax 
incentives were provided for specific industries. 


Once the period of shortages and excess demand 
came to_an end, however, governments progressively 
reduced _the scope of their direct controls over the 
economy and no longer sought to influence the trend 
of industrial development to the same extent. This is 
not to say, of course, that government policies did not 
in effect exert considerable influence upon the de- 


velopment of industry. Particularly significant was the 
effect of defence expenditure, accounting for over 6 per 
cent of the national product in France and the United 
Kingdom, for example, and about 10 per cent in the 
United States. In the United States the industries stim- 


ulated most by defence expenditure have been those 
producing transport equipment—especially aircraft— 
instruments and related products, electrical machinery, 
and primary and fabricated metals. In the United 
Kingdom a similar concentration of defence purchases 
on transport equipment, instruments and machinery 
has also been evident. 


One noteworthy feature of defence procurement has 
been the emphasis placed on quality and precision. The 
industries most affected by defence expenditure have 
therefore been heavily engaged in research and devel- 
opment in the quest for rapid technical progress in a 
continuously changing field. These industries have, in 
fact, absorbed a very high proportion of the entire 
research and development expenditure of the countries 
concerned. Rapid technological advance and far-reach- 
ing changes in product and design have therefore been 
particularly characteristic of the aircraft and electronic 
industries, as well as of other industries catering to 
the needs of space exploration. 


Defence procurement has also involved heavy pur- 
chases for stockpiles. These purchases have largely in- 
volvétt raw materials, the impact on industry being 
limited primarily to metals. In the United States, stock- 
pile demands led to a considerable expansion of metal 
producing capacity following the outbreak of hostilities 
in Korea. Long-term contracts were granted to pro- 
ducers for future delivery at guaranteed minimum 
prices. These arrangements accelerated the rate of 
growth of the industries concerned, notably the alu- 
minium industry. Subsequent changes in the composi- 
tion of defence demand for particular materials, or 
a levelling off in requirements, have led in some cases 
to the appearance of substantial excess capacity and 
the accumulation of excess inventories. 


Apart from the impact of defence expenditure, gov- 
ernments have influenced the course of industrial de- 
velopment partly through activities in the public sector 
and partly through action taken in relation to the pri- 
vate sector. 


In Italy, the existence of as interest 
in industry—an inheritance from the inter-war period 
—has—made it possible for cer influ- 
ence industrial growth to a greater degree than, in 
other developed countries. For example. the substantial 
growth of the steel industry and of the use of natural 
gas was mainly the result of state initiative. Public 
enterptises—tave also played—an important role in 
France, where government influence has been exerted 
mainly through the control of their investment plans, 
which have to be co-ordinated with the national mod- 
ernization and equipment plan. Furthermore, as a 
sizable proportion of funds for investment for these 
enterprises has actually been derived from govern- 
ment sources, the influence of the Government has 
thereby been strengthened. Although public enterprises 
have also played a very important role in industry in 
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Austria and the Federal Republic of Germany, they 
enjoy a considerable degree of autonomy and have 
not implemented any specifically governmental policies. 


It is through the private sector that most govern- 
ments of the developed countries have exerted their 
main influence on the course of industrial expansion. 
Mention has already been made of the effect on in- 
dustry of broad policies for growth and stability. In 
some countries, such as France, growth targets for 
various industries embodied in the national develop- 
ment plans appear to have had a significant impact 
upon the planning horizon of the industries themselves. 
This is not surprising since the setting of targets has 
not depended exclusively on government decisions but 
has come about after considerable consultation and 
discussign with private industry. Similar considerations 
apply to countries such as Finland, the Netherlands and 
Norway which, although they have not hitherto had 
comprehensive long-term development plans, have set 
targets for particular industries. 


Private industry has also been affected by govern- 
ment policy with respect to taxes and subsidies. Most 
industrial countries have liberalized depreciatio’*al- 
lowancés. partly in recognition-of the inadequacy of 
such allowances if based simply on the physical life 
of capital goods rather than on their economic life, 
and partly as a deliberate means of encouraging in- 
vestment. These measures are offen not applied uni- 
formly to all industries. Thus, accelerated depreciation 
facilities have been accorded in Belgium and Norway 
to industries regarded as “productive”, in the Federal 
Republic of Germany to basic industries, and in the 
United Kingdom to selected types of capital expendi- 
ture. In the United States, the recent liberalization of 
depreciation allowances has applied especially to the 
textile industry, while the proposed tax credit on invest- 
ment expenditure is not equally applicable to public 
utilities. 


Although direct subsidies to manufacturing industries 
have been limited to a few cases such as shipbuild- 
ing, various other kinds of financial aid to particular 
industries have been fairly common. In the Federal 
Republic of Germany and France, capital transfers for 
private investment have played an important role in 
selected industries. And, as will be shown later, various 
tax exemptions and low-interest loans have beeri granted 
to industries in developing regions and to depressed 
me = 

In Japan, owing to the predominant role of bank 
credit in financing industrial investment, government 
regulation of credit has had a far-reaching impact on 
individual industries, tending to favour those in priority 
categories, especially at times when monetary policy has 
been restrictive. Although monetary policy in most other 
countries has been less obviously selective, it should not 
be assumed that the impact has been uniform for all 
industries. Thus, in most countries governments have 


sought to influence the direction of credit to essential 


industries when the total volume of credit has been re- 
stricted. 


Of considerable indirect importance for industry have 
been the policies adopted by a number of developed 
countries in recent years with a view to maintaining in- 
ternal price stability and external balance. Some of these 
countries have become concerned in recent years about 
the tendency of money incomes to rise faster than pro- 
ductivity, involving persistent upward pressure on costs 
and prices. Governments have sought to reduce such 
pressures, especially in those cases where they have ap- 
peared to be the cause of adverse movements in the bal- 
ance of payments. In so far as the upward trend in costs 
and prices is more marked in some countries than in 
others, there is a tendency for the balance of payments 
to be affected thereby, countries with high rates of in- 
crease in costs and prices tending to run deficits, and 
those with low rates of increase, surpluses. 


The policies adopted by governments in dealing with 
this situation include direct attempts to influence the 
rate of increase of money ‘incomes and prices, particu- 
larly by encouraging non-inflationary wage bargaining 
and by representing what they consider to be the public 
interest wherever questions affecting price stability may 
Oe cictes ERIN eae ae 
sought to influence price developments indirectly b 
holding down the level of demand. In the pursuit of ase 
objéctive, direct taxes have been mCcreased only where 
balance of payments difficulties have been acute. But 


governments have often increased indirect taxes and 
curtailed their own expenditure, have imposed restric- 


tions on construction, and have raised discount rates 
and limited bank advances and other forms of credit, 
notably hire-purchase. 


These various policies have had two types of effect 
upon industry: a general impact upon industry as a 
whole, coupled with differential effects upon individual 
industries, depending upon their sensitivity to the par- 
ticular government measures introduced.? 


One effect of the global measures has been to slow 


down the-rate-of growth not only of total output but of 
productivity as well. In some cases, in fact, whatever 
anti-inflationary results have been gained by way of a 
slower rise in money incomes have been offset or more 
than offset by the damping effect on productivity, so 
that wage costs per unit of output have continued to rise 
almost as fast as before, and sometimes even faster. 
Moreover, the introduction of slack into the economy 
has tended to depress investment, thereby slowing down 
the rate of innovation and incorporation of new techni- 
cal advances into the productive process. A decline in 
demand induced by government measures in a slowly 
erowing economy means that industries already oper- 


9 For a more extensive examination of these questions, see 
World Economic Survey, 1957 (Sales No.: 58.11.C.1), Introduc- 
tion and part I. 
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ating with surplus capacity even at the highest levels of 
economic activity are bound to experience a drop in 
demand along with industries where capacity is insufh- 
cient. This may cause difficulties for both types of indus- 
try. As regards industries with surplus capacity, these 
are often the ones that have fallen behind in the techno- 
logical race, and uncertainties resulting from restrictive 
governmental measures may deter them from under- 
taking the necessary research, development and new in- 
vestment required for regaining their position in world 


markets. On the other hand, where capacity is inadequate 


at full employment, it may even be desirable for some 
increase in prices to take place so as to provide incen- 
tives for adding capacity and eliminating bottlenecks. 
If, however, industry is led, by recurrent government 
arise or prices increase prompt action will be taken to 
eliminate any bottlenecks through the damping down 
of demand, inducements to enlarge capacity may be 


weakened_so that the imbalance in capacity at high 
levels of employment tends to become chronic. 


The impact of selective restraints on demand has, of 
course, been much clearer. Such restraints have been 
used particularly to discourage housing and the pur- 


chase of consumer durables. The industries producing 
consumer durables have been among the most dynamic 
groups during the post-war period, and selective action 
affecting these industries in countries with low growth 
rates naturally runs the risk of preventing them or de- 
terring them from keeping pace with their competitors 
in other countries in the constant search for improved 
design and for new products, because of uncertainty re- 
garding the future of home demand, which must provide 
the bulk of their market. 


In many respects, therefore, the difference between 
the impact on industry of fiscal and monetary measures 
on the one hand and of other types of control on the 
other may be less significant in practice than would 
appear on the surface. However much the government 
seeks to avoid interference with the operation of market 
forces, any recurrent action it takes to curb demand, 
whether global or selective, 1s ap siderable 
impact uporrthe tong-term expectations and hence-upon 
the plams-of- business concerns. Such action is also likely 
to discriminate between one industry and another, even 
when there is no conscious intention to do so. Above all, 
the creation of a climate of expectations in which indus- 
try always expects the most profitable period of a boom 


Table 2-17. Indicators of Regional Disparities in Selected Countries 


(Percentage) 
Regional Share of 
share in Per agricultural 
Country, region and year country’s capita c mploy ment to 
total income total population 
population (country average = 100) 

Belgium-Luxembourg (1959) 

kuxembounsie eer feet 220) Seen ene 2 728 
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AWM NEB aKa coe ee ses Se, A eee Gennes eee 12 79a 
Finland (1956) 

MeskinMolyjaninaa ace a cete ec cal «Ale 5 63> 

Donors: Watjala 2. ant oe ea eto oe nea 5 68> 
Italy (1959) 

SOULMCTI Ee Renee, See in Sec 3 ane eae 26 588 136 
Japan (1958) 

Northern, ean ae vacnt ty. el. Be ee ee 10 78 144¢ 
United Kingdom (1960) 

INovihern) lirelandinas year eren 3 959 

Wiles: Sone eee nee 5 a 

PCOllamd Pacncmrn Meera ntien et ny mae ee OO, o. LO 193 
United States (1960) 4 

ESOT ola ERS ed oe a een neta SOG Yat Pn, ty a ae a 5 5 

COUP Lhe once cme cre en ee 7 i 15 

CEU PELs aie c ar eaten yen eee ate 14. 82 191 


eee 


Source: Division of General Economic Research 
and Policies of the United Nations Secretariat. 
based on data from national sources. . 

* Data refer to gross domestic product. 

> Data refer to personal income. 

© Data refer to the year 1955, 

4 Income data refer to the year 1959. 


° Group I comprises the following states: Ken- 
tucky, Tennessee, Alabama and Mississippi. 

' Group IL comprises the following states: 
Arkansas, Louisiana, Oklahoma and Texas. 
_® Group UI comprises the following states: West 
Virginia, North Carolina, South Carolina and 
Georgia. 
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—namely the peak—to be damped down and held back 
even to the point at which full capacity operations are 
never allowed to develop is likely to prove so discour- 


aging as to prevent industry from undertaking many of 


those forward-looking moves which are essential if it is 
to remain up to date and abreast of the most dynamic 
competition abroad. A one-sided search for price stabil- 
ity and balance of payments equilibrium may lead to 
neglect of the need for a more conscious evaluation of 
the requirements of industry and a more clearly articu- 
lated strategy for industrial growth. 


PROBLEMS OF REGIONAL DEVELOPMENT 


In the preceding sections problems of industrial de- 
velopment have been examined at a global level. A 
closer examination leads to a sectoral analysis. Prob- 
lems of regional development are of particular interest 
because of their resemblance to international problems. 
Indeed the under-developed regions within an indus- 
trial society often possess many characteristics typical 
of under-developed countries. Table 2-17 demonstrates 
the relatively low level of income and low degree of 


industrialization in the poorer regions of a number of 
countries. In Italy, for example, the level of per capita 
. We. i : = : 

income in the south amounted to Tess than six-tenths of 
the national average 1 at -year, while the share 
of employment in agriculture in total employment was 


over 40 per cént in the soutiras compared with about 30 
per cent for the whole country. 


Problems of regional development form an integral 
part of the broader problem of national development; 
a comprehensive national development programme may 
include special provision for the requirements of par- 
ticular regions. It is more common in practice, how- 
ever, for national policies to be framed without explicit 
reference to regions, or alternatively, ad hoc plans for 
various regions may exist without being integrated into 
a national programme. The main course of industriali- 
zation in the developed countries in the past has been 
little affected by deliberate locational policies. As a 
result, problems of congestion in the urban centres as 
well as under-development in the outer regions have 
become a by-product of industrial development. It is 
true that, in contrast to the location of industries inter- 
nationally, the free movement of resources within a 
country enables industries to be established where lo- 
‘cational advantages are greatest, and labour can mi- 
grate to regions where employment can be found. 
The TL) Sa oa eager aasiel 
tries is, therefore, not nearly as great as that between 
nations, and the problems of imbalance are not as in- 
tractable. Yet the agglomeration of industries and the 
concentration of population in urban areas have 
tended to have a cumulative effect over the years. 
Whatever the initial locational advantages—in the 
proximity to coal mines or navigable rivers, for ex- 
ample—the existence of an industrial complex, the 


availability of an ample labour reserve and the various 
institutions found in an urban environment have acted 
as a powerful magnet to more industries and population. 
The process has hardly been arrested or reversed despite 
increasing diseconomies arising from over-crowding. 
Nor have the opportunities for deconcentration and re- 
location resulting from such factors as the development 
of more efficient means of communications and the 
spread of electric power been fully explored. 


While the steady movement of population towards 
urban centres has eased the pressure on resources in the 
less developed regions, it has not led to the elimination 
of income differentials, as indicated in table 2-17. 
Evidently there are obstacles to the mass movement of 
population from one region to another on accotint of 
differences in customs and mores, lack of information 
on employment opportunities or high cost of change of 
residence. It should be borne in mind, of course, that 
where migration is substantial, it tends to deprive the 
region of the relatively young and enterprising people 
and to render future development of the locality more 


difficult. 


These considerations have prompted countries to 
attempt to overcome problems of regional imbalance 
through deliberate regional planning. An examination 
of post-war trends points to a gradual emergence of re- 
gional policies in a number of countries. Thus, in Italy, 
although the under-development of the south has occu- 
pied the attention of policy makers for at least a cen- 
tury, no concerted drive for the industrialization of that 


region occurred prior to the formulation of the national 
development programme in the post-war years. In 


France, as national development plans have progressed, 
attention has been directed to particular regions, and 
various regional plans have been drawn up and co- 
ordinated. In most other countries special efforts have 
also been made to encourage regional development, al- 
though the scope has generally been more modest than 
in France or Italy. 


In the Netherlands, the creation in 1949 of an In- 
dustrialization Commission which recommended to the 
Government the promotion of a better population dis- 
tribution, laid the/ foundations of a regional develop- 
ment policy. A programme of regional industrialization 
in the north-east promptly enacted so as to reduce 
structural unemployment there and relieve pressure on 
the congested areas in the west. Further investigations in 
other regions led to the selection of eight additional de- 
velopment areas for industrialization and reduction of 
structural unemployment. The substantial elimination of 
structural unemployment in more recent years has en- 
abled the Government to pay less attention to depressed 
areas, although regional industrial development has con- 
tinued to be a part of national policy. 


In Norway, the regional plan drawn up in 1949 had 
the express purpose of assisting in the rehabilitation of 
war-devastated areas near the Arctic Circle; this was 


7 


78 Part IL. INDUSTRIALIZATION AND ECONOMIC DEVELOPMENT 


broadened by further legislative action providing incen- 
tives for industrial investment in the north. In the United 
Kingdom, regional development policy has concentrated 
on depressed areas suffering from relatively high rates 
of unemployment. Various incentive measures have 
sought to encourage the establishment of new industries 


in these areas. 


In Belgium, regional policy designed to combat the 
economic and social difficulties of certain areas was 
given legal effect by a special law, enacted in 7959. 
Fifteen areas were designated as development areas 
under the act on the basis of certain criteria such as un- 
employment, emigration and declining industries, and 
two out of the fifteen areas were selected as “pilot” re- 
gions for development. 


In the countries with a federal structure, such as 
Canada and the United States, the problem of regional 
development has generally been dealt with at the state 
or provincial level. Many states have recognized the 
desirability of attracting industries and have provided 
special inducements for establishing them within their 
boundaries. Despite the haphazard nature of these meas- 
ures and the mutually offsetting effects of competitive 
inducements, the net impact on industries has probably 
been favourable. 


The specific measures adopted in implementing re- 
gional development programmes have been roughly sim- 
ilar to those for the nation as a whole. They range from 
the provision of infrastructure to the supply of incen- 
tives to industrial development. 


The building of infrastructure has generally been 
considered_a prerequisite for the establishment of new 


industries. Adequate transport and communication fa- 


cilities and power supplies are obviously essential to the 
operation of any modern industry. The lack of adequate 


social amenities, such as schools hospitals and cultural 
and recreational centres is also a frequent obstacle to 
ea ea evel een eee eae ena skilled 
workers and their families tend to avoid backward areas 
with limited social and cultural opportunities. In this 
connexion, it is important to remember that industri- 
alization of depressed areas, even those with surplus 
labour, often requires the movement of certain key 
personnel into the area from the outside. Government 
investment in infrastructure also has the advantage of 
being non-controversial because it is usually regarded 
as being within the traditional functions of the govern- 
is not usually in competition with ex Sting in- 
dustries or capable of being replaced by imports from 
other regions. Consequently, investment decisions of this 
type can often be implemented quite quickly. It is equally 
clear, however, that the building of infrastructure per se 
is not the same thing as the establishment of new indus- 
try, and that it may not suffice to attract industry. 


Special incentives for industries in particular regions 
have, therefore, been introduced even where primary 


emphasis has been on infrastructure. More often, how- 
ever, chief reliance has been placed on incentive meas- 
ures, since basic facilities are usually available in areas 
where the main problem is the decline of older indus- 
tries. In some cases the very success of the incentive 
measures has, however. created new problems through 
the over-burdening of basic facilities. and the question 
may arise as to whether a co-ordinated programme from 
the beginning might not have been more economical in 
the long run. 


Because of the interrelation of industries, the estab- 
lishment of industries controlled by the public sector in 
a particular region may, apart from its direct effect, 
also be regarded as creating incentives for other indus- 
tries. This approach has been taken in Italy and to a 
less extent in the United Kingdom. Some governments 
regulate the location of new industries; a striking ex- 
wmals iv the stort to discoutase the ecteblishment of 
new industrial plants in the Paris region which has al- 
ready suffered from over-congestion. As a result, only 
13 per cent of authorized industrial construction in 1961 
was located in that region as compared with 35 per cent 
in 1954. In most other countries, although industrial 
construction is often regulated, it is largely for the pur- 
pose of business cycle control or because of local zoning 
restrictions. 


The measures most commonly employed for encour- 
aging industries in particular regions consist of various 
kinds of direct subsidy and tax incentive. In Italy. the 
South Italy Furfd has provided finance for industries in 
the south, which have also benefited from numerous tax 
exemptions. In Norway, a separate development fund for 
the modernization and expansion of industry in the 
north has been set up. Special grants have been extended 
to industries established in the development areas in the 
United Kingdom. 


In assessing various regional programmes it is impor- 
tant to note that the industrial development of backward 
regions by no means implies a disregard of locational 
advantages. It implies rather an exploration and devel- 
opment of the unrealized locational advantages of such 
regions. Furthermore, it is consistent with a considerable 
degree of cluster of industries within regions. Indeed, 
a most important principle in regional development is 
the establishment of centres or poles of development 
so that locational advantages are created rather than 
ignored. Detailed calculations have in fact shown that 
in given circumstances the establishment of industrial 
complexes can achieve greater cost advantages than that 
of single industries, although there is a limit beyond 
which further enlargement becomes less economical. 


It is true that since regional programmes have often 
been concerned exclusively with the solution of a re- 
gional problem, the national interest may sometimes 
have been overlooked. In any case, decisions on regional 
programmes have not usually been adopted on the basis 
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of calculations of all benefits and costs involved. Current 
thinking is, therefore, moving in the direction of a more 


positive approach in the selection and preparation of 
regions for development so as to go beyond a mere 
amelioration of conditions in depressed areas. This is 
especially important in countries where labour is scarce 
and where pockets of unemployed labour need to be 
carefully channelled for constructive purposes rather 


than being treated merely as a claim upon relief. 


Thus, regional development by no means implies in- 
dustrialization of every region and locality: nor does 
regional balance aim at identical conditions in all re- 
gions. Nevertheless, a narrowing of regional disparities 
remains an important objective in regional policies. 


In general, although low-income regions recorded im- 
portant absolute advances during the nineteen fifties. 
there is no evidence of any marked change in the degree 
of regional disparity in countries where data are avail- 
able. In the United States, for example, the dispersion of 
state per capita incomes appears to have narrowed only 
slightly during the nineteen fifties. In Ttaly, per capita 
income in the south appears if anything to have dropped 
further-betow-the national average by the end-of the 
nineteen fifties than at the beginning of the period, being 
59 per cent of the average in 195] and 57 per cent in 
1959. However, in so far as investment in the south has 
gathered momentum in recent years, increasing from 
13 per cent of the national total in 1951 to about 16 per 
cent in the mid-nineteen fifties and 20 per cent by 1960, 
the full impact on income may become more favourable 
to the south as these investments mature, provided, of 
course, that the present establishment of infrastructure 
is followed by substantial industrial development. 


More generally, United States experience during the 
past century appears to suggest that conditions are likely 
to be most favourable for the narrowing of regional in- 
come disparities when the level of demand is high and 
labour is in short supply: it was in circumstances of this 


kind that the greatest improvements in regional income 


distribution in the United States seem to have occurred. 


PROBLEMS OF DEPRESSED INDUSTRIES 


The foregoing examination of regional development 
issues has already referred to the problem of depressed 
industries. The two types of problem are, of course, 
closely related where depressed industries are concen- 
trated in particular regions. 


In a broad sense, agriculture may be viewed as a 
depressed industry on account of the low incomes and 
relatively slow rate of growth characteristic of this sec- 
tor of the economy; the whole agricultural region may 
in fact be regarded as a problem area. In all the indus- 
trial countries listed in table 2-4, the share of agricul- 
ture in total output declined considerably from 1950 to 
1960 while the absolute decline in agricultural employ- 


ment amounted to about 20 per cent or more in most of 
the industrial countries.” 


Itis true thatin contrast to its often stagnant condition 
in under-developed countries, agriculture has benefited 
from rapid technological development in the i strial 
countries. The rate of growth of productivity in agricul- 
tur@Wwas in fact often faster than that in industry during 
the nineteen fifties.‘' But it is equally true that agricul- 
tural incomes are still relatively low anda substantial 
portit ie ms usuatty derived from direct govern- 
ment payments or indirect protective measures.!” 


Within the non-agricultural sector the problem of de- 
pressed industries has been the exception rather than the 
rule during the nineteen fifties. In any case, resources 
released by the less dynamic industries have generally 
been quickly absorbed in other sectors where growth 
has been rapid. The problem of depressed industries has 
therefore assumed serious proportions only in those 
relatively slow-growing economies where alternative em- 
ployment opportunities were not easy to come by. 


Among ressed industries in the 
nineteen fifties, coal and textiles stand out. For both of 
these industries relative decline has been a fairly 
common phenomenon for a large number of industrial 
countries, and national and international policies in 
dealing with the problems have had far-reaching im- 
plications. 


In the case of coal, demand has heen adversely affected 
by a persistent shift to other sources of energy, notably 
liquid fuel and natural gas, and by an extraordinary in- 
crease in the output of energy per ton of coal. In western 
Europe an additional factor has been the availability of 
cheap coal from the United States. Table 2-18 illustrates 
the declining importance of coal in the total supply of 
energy. Discriminatory taxation has resulted in coal 
supplying a much higher proportion of energy needs in 
western Europe than in the United States; this in turn 
may mean, however, that the declining trend in coal has 
a correspondingly greater distance to_go in western 
Europe. Investment targets for the coal industry, espe- 
cially those of the European Coal and Steel Community 
and the National Coal Board of the United Kingdom, 
have proved to be excessively high and have had to be 
revised downwards. On the other hand, problems of ad- 
justment in the coal regions and by the coal miners have 
certainly influenced the drawing up of these targets. In 
the European Coal and Steel Community special provi- 
sion has been made for the sharing among member 
countries of the burden of adjustment involved in shut- 


ting down the Tess efficient mines, especially 1m Bel- 
cium; but since alternative employment opportunities 


10 See Food and Agriculture Organization of the United Na- 
tions, Towards a Capital Intensive Agriculture, Fourth Report 
on Output, Expenses and Income of Agriculture in European 
Countries, part 1 (Sales No.: 61.1I.E/Mim.13), page 38. 

11 [bid., page 44. 

12 See United Nations, World Economic Survey, 1959, pages 
55 and 56. 
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Table 2-18. Distribution of Energy Consumption, by Source 


(Percentage of total) 


a 


id Liquid Natural Hydro- 
Country and year fuels® fuels gas electricity 
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Source: Statistical Office of the United Nations, 
World Energy Supplies, Statistical Papers, Series J. 


in Belgium were often limited, drastic measures were 
precluded. 


The textile industry is a typical example of the conse- 
quences of changing patterns of industrial development. 
Historically, the industry was a forerunner of industri- 
alization in the developed countries and it has also been 
a favoured area of development for the latecomers to 
industrialization. As a result of the latter tendency, the 
share of the developed countries in world textile produc- 
tion has been declining. Table 2-19 shows that for fifteen 
industrial countries combined the share of world output 
fell from 74 per cent in 1950 to 71 per cent in 1960; if 
Japan is excluded the decline was from 72 per cent to 
64.per cent. The trend is less marked from 1938 to 1960. 
The relatively stable share for the fifteen countries as 
a whole over this period hides a significant decline in 
the share for the group excluding Japan and the United 
States. The share of the latter country was still consid- 
erably larger in 1960 than in 1938 despite a substantial 
decline in the nineteen fifties. This rise in the United 
States share was partly the result of the relatively severe 
recession in 1938. The decline in the United Kingdom 
share is striking, and was accompanied by an even more 
marked drop in the share of exports: the share of many 
other industrial countries was actually higher in 1960 
than in 1950 or 1938, as may be seen in table 2-20. 


The textile case further illustrates the burden imposed 
by a low over-all rate of growth on the depressed indus- 
tries on the one hand, and the necessity for adjustment 
of the industrial pattern in the process of development 
on the other. The difficulties of the textile industry re- 
sulting from excess capacity and obsolescence of equip- 


“ Coal, lignite and peat. ; 
b Sixteen industrial countries listed in table 2-1. 


Table 2-19. Share of Industrial Countries in 
World Textile Output, 1938, 1950 and 1960* 


(Percentage) 


Country” 1938 1950 1960 

United Statess.. 22... e204 33.7 28.6 
United Kingdom. ... ee oluleY DRS 8.2 
Germany (Federal Republic).. 9.1 7.6 10.1 
Brameeticcc so cere. ee 8.4, 6.7 6.0 
Fialytss. ira, ae 3.8 3.1 3.0 
Belgium ......... Dok Peak 1.9 
Ls: BOR ee eae 7.9 Duck 6.7 
Canankiva ee ae : hs am | 1.4 
Netherlands . 1.2 | fae ee 
Australia...... ; 0.9 1.0 on 
Sweden So e..eeaae ss 0.8 0.9 0.7 
Denmark. 0.4 0.5 0.4 
Finland. . . Te 0.3 0.4 0.4 
Norway.... 0.2 0.3 0.3 
New Zealand. . : 0.1 OO] 0.1 
Fifteen countries combined 71.4 73.9 70.5 


Above countries excluding 
Japan and the 
United States... 12.8 37.9 Boe 


Source: Division of General Economic Research and Policies of 
the United Nations Secretariat, based on data from United 
Nations, Statistical Yearbook, 1960 (Sales No.: 61.XVII.1) and 
Statistical Office of the United Nations, Monthly Bulletin of Sta- 
tistics; and data supplied by the Statistical Office of the United 
Nations. 

* In terms of value added at 1953 prices. 

: ean. are arranged in descending order of the share in 
950. 


ment in the United Kingdom were dealt with by the 
Cotton Industry Act of 1959. Under the Act, provision 
was made for compensation to the industry according to 
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dh able 2-20. Share of Selected Industrial Countries 
in World Textile Exports, 1938, 1950 and 1960# 


(Percentage) 

SSS 

Country» 1938 1950 1960 
United Kingdom........... 26.6 26.4 12.3 
ee 6.3 12.8 10.9 
MTC STILE 5 oo es we 3.6 WES 8.9 
Japan 19.7 8.2 iW 
ee ae 6.9 ral 9.0 
evenness sk eles 4.1 6.0 6.6 
Svetherlands 06. 2. ic cc. sss 1.9 2.6 Salt 
Germany (Federal Republic)...  8.3° one 6.0 


SSE ——————E——— ee 


Source: Division of General Economic Research and Policies of 
the United Nations Secretariat, based on data from United 
Nations, Yearbook of International Trade Statistics, 1950 (Sales 
No.: 51.XVII.2) and Commodity Trade Statistics, 1960, Statistical 
Papers, Series D. ; 

® World includes all countries shown in United Nations. Year- 
book of International Trade Statistics, 1950. Textiles represent 
SITC divisions 65 and 84. 

> Countries are arranged in descending order of the share in 
1950. ; 

° Figure refers to the year 1936 and to the whole of pre-war 
Germany. 


the number of machines eliminated and for modernizing 
the industry by making grants for re-equipment. As a 
precondition for giving effect to the Act, certain minima 
for the elimination of spindles and looms had to be 
reached. These minima were quickly exceeded so that 
total registrations for elimination of excess capacity 
amounted to about 50 per cent of the installed capacity 
of spindles, 36 per cent of doubling spindles and 40 per 
cent of looms. Two-thirds of the value of the excess 
capacity thus eliminated was compensated by payment 
to the industry by government funds while the rest of 
the compensation was met by the firms remaining in the 
industry. The labour displaced as a result of scrapping 
was compensated by the industry. The Act also provided 
that one-fourth of the cost of modernizing existing ma- 
chinery or buying new machinery during the first five 
years of the operation of the Act should be met from 
government funds. 


Some 36,000 workers were displaced as a result of 
these measures but a year later (April 1960) the total 
textile labour force was smaller by 17,500 workers," 
while only 2,000 were registered as unemployed. This 
gives further support to the conclusion that, even in a 
relatively slow-growing country, the problem of adjust- 
ment for labour will not assume serious proportions so 
long as general full employment is maintained. 


There is, however, the problem of obsolescence of 
skills for particular groups of workers even when they 
are successfully reabsorbed into the production process. 
Furthermore, the decline of certain industries, especially 
when exposed to severe foreign competition, cannot al- 
ways be reversed by modernization programmes alone. 


13 The average annual decline of employment in the textile 
industry in the nineteen fifties amounted to about 10,000. 


International action has also been taken to deal with the 
problem of adjustment in the textile industry. The first 
step taken by the chief importers—the United Kingdom 
and the United States—was to persuade the exporters to 
limit the quantity of exports of particular products. In 
the United Kingdom, imports of cotton textiles were 
equivalent to about 40 per cent of domestic production 
and those from the Commonwealth alone, which enjoy 
preferential treatment, amounted to over one-fourth of 
production. The gravitation of shipments towards the 
United Kingdom market was intensified by quota re- 
strictions and high tariffs in most other industrial coun- 
tries and led to the United Kingdom itself requesting the 
imposition of restrictions by Commonwealth exporters. 
In the United States, imports of cotton textiles rose 
rapidly during the nineteen fifties from a negligible pro- 
portion of domestic production at the beginning of the 
period to about 7 per cent in 1960. 


The agreements providing for quantitative restrictions 
on exports of textiles to the United Kingdom and the 
United States went counter to the general trend towards 
liberalizing world trade and the burden fell heavily on 
the under-developed countries, especially on the more 
efficient producers whose potential capacity for export 
was inadequately reflected in the past records of exports 
which served as a base for the determination of quotas. 


An international arrangement under the auspices of 
GATT was reached early in 1962 so as to provide a 
longer-term solution to the cotton textile industry’s 
problems. The agreement provides for the gradual relax- 
ation, with a view to complete elimination, of any re- 
strictive measures that GATT member countries may 
have imposed against cotton textile imports from other 
member countries and for some expansion of the mar- 
kets for such products subject to certain limits. On the 
other hand, the agreement also contains an escape clause 
in the case of a contraction of domestic textile industry 
resulting from cotton textile imports, particularly from 
under-developed countries and Japan, and it provides 
for consultations between an importing and an export- 
ing member country on restrictions of exports in the 
event of a disruption or threat of disruption in the mar- 
ket of the importing member country. 


Thus, the new agreement has recognized in principle 
the importance of expanding trade in textiles and of 
increasing export opportunities for the under-developed 
countries in the markets of the industrial countries. But 
the approach to the objective is an extremely cautious 
one and the explicit licensing of restraint of trade on 
account of market disruption raises a fundamental 
question of principle. Furthermore, the singling out of 
under-developed suppliers to bear the major burden of 
restraint raises serious issues regarding the whole pat- 
tern of industrial development in developed and under- 
developed countries alike, and adds to the uncertainties 
that already exist regarding the outlook for export earn- 
ings of under-developed countries. 
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PROBLEMS OF TECHNOLOGICAL UNEMPLOYMENT 


The displacement of workers by machines has long 
presented problems for the adaptation of society to the 
process of industrial development. Before the long-run 
effects of machines in creating employment had been 
convincingly demonstrated, angry protests against their 
use had dotted the pages of history. As technological 
progress has become generally accepted as the backbone 
of modern industrial society and indeed as the source of 
greater well-being, the fear of mechanization has been 
largely overcome. 


Yet the rapidity of technical progress, aided by im- 
portant breakthroughs in scientific research, and the 
spread of automation throughout the industrial struc- 
ture in recent years have created new concern about the 
problems of technological unemployment. To be sure, 
there is no question of relapsing into the state of fear 
characteristic of the early periods of industrialization, 
nor has it been forgotten that the basis for higher pro- 
ductivity and higher wages must lie in the greater use of 
machines; but the argument that in the long run more 
employment will be created is hardly reassuring to those 
directly affected. . 


In attempting to measure the extent of the problem, 
the first difficulty ee 
on‘technological unemployment. There is, of course, no 
shortage of informatio e power of specific pro- 
cesses through which man may be replaced by machines. 
It has been estimated, for example, that in the United 
States the number of workers required for the produc- 
tion of 100,000 tons of steel has been reduced from 
540,000 in 1950 to 390,000 in 1960, a labour displace- 
ment of about 28 per cent. As early as the mid-nineteen 
fifties it was estimated that in the oil industr only 
twelve workers would be required to run an average re- 
finery which used to employ 800 workers m the days 
before automation. In the automobile industry automa- 
tion makes it possible for 200 workers to produce 4,000 
assembled units per day while the same amount of out- 
put would require 1,800 workers using conventional 
methods. Such examples can easily be extended to many 
industries and processes. 


These calculations do not indicate the degree of actual 
displacement of workers from particular processes or 
industries. For account has not been taken of the 
employment-creating effect of greater productivitymd 
new products, not only on the sectors directly concerned 
but afso on the rest of the economy. Moreover, even 
where a technical advance in a particular sector results 
in a net decline in employment in that sector, whether 
or not the displaced workers are absorbed elsewhere-de- 
pends o 


2 vel OF demand tor fa 


An assessment of the problem of technological un- 
employment must, therefore, take into account the gen- 
eral problem of unemployment. Despite difficulties in 
identifying various causes of unemployment, one basic 


fact emerges clearly from the experience of the indus- 
trial countries, namely, that periods of rapid increase in 
productivity have generally been accompanied by7low 
or declining rates of unemployment. This general rela- 
tion hotdstruc-ever-atthe level of individual indus- 
tries; in other words, those industries with high rates 
of increase in productivity have on the whole also pro- 
vided for more opportunities for employment. Ifin- 
creases in. productivity are_indicative of ‘cate 
progress, the above strongly suggests that technological 
advances ae eae Z 
employment than they destroy _and_that technological 
unemployment is li +otts r4 ries 


with general unemployment. 


The apparent tendency for unemploymenf/to rise in 
the United States in recent years is a case in point. It is 
true that the rate of civilian unemployment increased in 
the successive peak years of the business cycle from 2.9 
per cent in 1953 to 4.3 in 1957 and 5.3 in 1960. But the 
main reason must surely rest with the inadequate rate of 
over-all growth, since productivity advances in succes- 
sive years tended to slow down rather than accelerate. 


Whatever the effects of technical progress on the total 
level of employment, the problem of special adjustment 
for partigulay g sreniains. It cannot be denied that 
certain skills may be rendered obsolete through the in- 
troduction of new technologies. Moreover, to the extent 
that unskilled workers are vulnerable to widespread use 
of automated processes, the incidence of unemployment 
may fall especially heavily on those who have in any 
case experienced a higher rate of unemployment than 
the average.!* These problems are by and large similar 
to those created by depressed areas or industries. Here 
again, there is a growing tendency to deal with the 


problem of technological unemployment not simply as 


a matter of social responsibility but as an aid in stimu- 


lating growth, The emphasis has been placed on retrain- 
ing afid the creation of new skilJs. In the United States, 
for example, a programme has been instituted that 
would ultimately involve the retraining of 200,000 work- 
ers annually for skilled occupations. Furthermore, steps 
should be taken to increase mobility from one skill or 
one occupation to another. Thus, it has been suggested 
that operatives displaced by a new technology may be 
absorbed by clerical or other “white collar” employment, 
and similar upgradings should be possible in other fields 
with a certain amount of retraining. It must be repeated, 
however, that no amount of retraining or upgrading can 
solve the problem of unemployment if there are inade- 
quate general employment opportunities because of a 
low level of aggregate demand. 


14 In the United States the unemployment rates for various 
occupational groups in 1960 were estimated as follows: un- 
skilled labourers, 12.5 per cent; craftsmen, 5.3 per cent; ser- 
vice workers, 6.0 per cent; sales personnel, 3.7 per cent; clerical 
workers, 3.8 per cent. 
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IMPLICATIONS OF THE CoMMON MARKET FOR 
INDUSTRIAL DEVELOPMENT 


While-problems of adjustment inevitably emerge in 
he normal course of industrial development and techno- 
logical change, those arising from the formation of the 
European Economic Community stand out as a conse- 
quence of a bold experiment. The ultimate elimination 
of all barriers to trade within the Community represents 
a departure from traditional approaches to trade.policy 
based on purely national considerations: in so far as 
this results in the opening up of domestic markets to 
foreign competition, even though that competition is 
largely limited to the member countries, important ef- 
fects on the pattern of industrial development are to be 
expected. Moreover, the need for adjustment and adap- 
tation is not confined to the member countries alone, 
since the industries of non-member countries may also 
be put to a new test in being confronted with the com- 
mon external tariff of the integrated Community. 


It is true that the European Economic Community, 
which came into force in 1958, is as yet too young to 
have exerted its full influence. The first 10 per cent re- 
duction in industrial tariffs was made at the beginning of 
1959 and was extended to member countries of GATT. 
Subsequent reductions up to the beginning of 1962 have 
brought the level of the internal tariff for industrial 
goods down by a further 30 per cent as compared ayith: 
1957, prior to the establishment of the Common Market. 
The pace at which tariffs have been reduced has thus 
exceeded that envisaged in the Rome Treaty." 


In assessing the possible impact on the manufac- 
turing sector within the Common Market it should be 
remembered that there is a high degree of interde- 
pendence within the Community as indicated by the 
high proportion of imports to domestic output and the 


15 For the Federal Republic of Germany, since its duties on 
most industrial products were voluntarily reduced by 25 per 
cent in 1957, in addition to a reduction of about 25 per cent in 
1956, its tariffs were not reduced in the first two rounds of 
EEC reductions. 


heavy reliance on intra-Community trade. For the 
manufacturing sector, imports from the Community 
range from about one-tenth of domestic output in the 
larger member countries, to two-fifths or more in the 
smaller countries, while table 2-2] reveals that over 
one-half of total manufacturing imports of the Com- 
munity originates from the Community itself. Further- 
more, the impact of the Community is likely to broaden 
since more industrial countries have either applied for 
full membership, sought association or taken steps for 
drastic revision of their trade policies in face of the 
challenge. 


While the final impact of the Community must await 
further development, certain broad contours have al- 
ready begun to emerge. Especially noteworthy is the 


apparent lack of any great difficulties in industrial ad- 
justment within the Community. One reason why the 


problem of adjustment appears to be not nearly as 
serious as some had feared is that the pattern of spe- 
cialization of industries unaffected by ‘trade_barriets 


does not necessarily follow a simplified model of com- 


parative advantage in which each country concentrates 
exclusively on the branch of industry most suited to it. 


To begin with, there is always considerable uncertainty 
as to the true locus of comparative advantage, since 
this is SBrcatl aan ge nec EC GetTeyaa CRT 
forces and historical accidents. It is, therefore, neither 
rigidly determined by endowment of natural resources 
nor immutably fixed by technological relations. To the 
extent that differential advantages do exist in a par- 


ticular area at any given time, they often apply to indi- 
vidual products rather than to broad categories of 


industry. Thus, there is a place for the engineering 

industry in all industrial countries, even though a par- 
eae : 

ticular type of machinery or transport equipment may 


be the speciality of certain countries. 


It is, therefore, not surprising that the removal or 
reduction of trade barriers does not in general lead to 
the wholesale destruction of industries. In fact there 


Table 2-21. Share of Imports from European Economic Community in Total Imports* 
of Manufactures” in 1960 


(Percentage) 


Machinery and 


Country Total Chemicals transport Other 
manufactures equipment manufactures 
J 57 12 7h 
EP Peee Rise ee Mee eae ene eee ye 7 ie 74 
Belgium-Luxembourg...........---- 59 65 0 52 
| BEATE VS cia exh Reryrcucie eee eee 53 1.3 45 60 
oO ee ee 48 45 52 AT 
5 te keer Orca 48 > | 
Germany (Federal Republic)........---.-- 13 3 41 AS 
5 Z | ure 53 = { 
EEC countries combined............--- 53 4.7 53 


Source: Division of General Economic Research 
and Policies of the United Nations Secretariat, 
based on data from the Statistical Office of the 
United Nations, Monthly Bulletin of Statistics and 
Commodity Trade Statistics. 


« Excluding imports from centrally planned 
economies. } 

> The headings correspond to SITC sections: 
total manufactures, 5 to 8; chemicals, 5; machinery 
and transport equipment, 7; other manufactures, 


6 and 8. 
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has as yet been scarcely any industr that has been 
seriously disrupted by the easing of trade restrictions. 
Adjustment has, moreover, been facilitated by a num- 
ber of factors. Most important has been the rapid over- 
all rate of industrial growth. Except in the féw cases 
singled out for discussion earlier, every major branch 
of industry has shared in the process of expansion; the 
pertinent issue for particular industries has, therefore, 
been how fast the pace of expansion should be rather 
than whether to expand or to contract. The_ability of 
a fast-growing economy to absorb the shock of drastic 
tariff reductions had in fact already been amply 
demonstrated by the experience of the Federal Repub- 
lic of Germany prior to the establishment of the Com- 
munity. In the years 1956 and 1957 its duties on in- 
dustrial products were lowered by about one-half. 
Despite a marked increase in imports, the continued 
rise in domestic and external demand was suflicient to 
maintain the rising trend of industrial production.’® 
The compensatory effect of exports would, of course, 
have been even greater if simultaneous reductions in 
tariffs had been made by the Federal Republic’s trade 
partners as is now taking place within the Community. 


Even where particular firms are seriously affected 
by the reduction of trade barriers, the process of ad- 
justment may be little different from that occasioned 
by normal shifts in demand such as are taken for 
granted within each country as the result of fluctua- 
tions in business activity or changes in consumer 
tastes. Moreover, many firms have adopted deliberate 
policies of product diversification, so that one product 
can frequently compensate for another. Thus, even 
when the output of certain items has to be severely 
curtailed, the adjustment may merely involve a re- 
vision of production schedules or the transfer of 
resources from one department to another without 
inflicting mortal damage on the firm. To the extent 
that firms of small size form satellites of large firms 
for the supply of particular semi-finished products or 
parts, the problem of adjustment in their particular 
case may also be eased under the aegis of the larger 
firms. The need for special measures to facilitate social 
adjustment has been recognized by the Community. 
The creation of a Social Fund for the purpose of re- 
settling and retraining workers is especially note- 
worthy because it goes beyond the responsibilities of 
the individual members, and shares the burden within 
the Community. The same principle had been adopted 
earlier by the European Coal and Steel Community in 
its programmes for adjustment. 


While major shifts in the location of industry have 
not taken place, and are not expected, as a result of the 
implementation of the Rome Treaty, important 
changes are occurring in industrial organizafion. The 


progressive development of a larger unthied market has 


16 J. Wemelsfelder, “The Short-term Effect of the Lowering 
of Import Duties in Germany”, Economic Journal (London), 


vol. LXX, March 1960, pages 94 to 104. 


prompted an intensive wave of industrial mergers and 
agreements. Here again, it is too early to evaluate the 
significance of these developments, especially since the 
policy of the Community with respect to market domi- 
nation and cartel agreements has yet to be applied in 
practice. All that can be said at this stage is that the 
role of thorsmall aon bean sec- 
tors of western European industry appears to be de- 


towards industrial concentration. 


The degree of preference for trade within the Com- 
munity will ultimately reach the level of the common 
external tariff. Prior to the 20 per cent tariff reduc- 
tions in a large number of items agreed to early in 
1962, it was estimated that the average rate of duty— 
weighted by the value of imports into the Community 
in 1958—would amount to 7.4 per cent, but that for 
equipment and other industrial goods the average rate 
of duty would be 13.6 and 17.2 per cent, respectively.** 
Although these rates, as subsequently reduced, are not 
unduly high compared with those in other countries, 
notably the United Kingdom and the United States, 
the exports of non-member countries to the Commu- 
nity will, of course, be faced with a new competitive 
disadvantage as compared with exports of members. 


The prospect of greater difficulty in exporting to the 
Community has posed a challenge to the policy of other 
industrial countries. For some this challenge ie-much 
more important than for others. 


The ratio of exports to output in manufactures 
ranges from less than 10 per cent in the United States 
to over 40 per cent in such countries as Norway; and 
the share of exports to the Community ranges from 43 
per cent of the total export market for Austria to only 
2 per cent for Australia. If the application for EEC 
membership by the United Kingdom and others should 
be accepted, the effect on non-member countries would 
be intensified as is evident from table 2-22. 


The response to the challenge of the Community has 
been chiefly along two lines. Those countries in a 
position to do so have sought full membership or asso- 
ciation; on the other hand, attempts have been made 
to negotiate mutual reductions of tariffs. Both ap- 
proaches often imply important breaks from tradi- 
tional policy. Full membership of the United Kingdom 
in the Community, for example, would affect tradi- 
tional Commonwealth relationships. At the same time 
the United States Government considers that worth- 
while negotiations aimed at lowering the Community’s 
common external tariff would have to take the form 
of across-the-board bargaining instead of the item-by- 
item approach adopted in the past, which has become 
less and less effective for bringing about further reduc- 
tions in trade barriers. 


17 Secretariat of the Commission of the European Economic 
Community, Bulletin of the European Economic Community, 
No. 4 (Brussels, 1960), pages 33 to 34. 
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Table 2-22. Share of Exports to the European Economic Communit 


y and the United Kingdom in Total 


Exports* of Manufactures in Selected Countries in 1960 


(Percentage) 


i OM ee 


Machinery and transport 


Exporting country Total manufactures to Chemicals to equipment to ** *%. Other manufactures to 
~ United United } * oe Uni ~ 5 : ae 
EEC Kingdom EEC Kingdom EEC Kin ae EEC ee 
‘Austria . 48 { : - 
Bes ists cages eo Pa. <7. 4 30 : y 
ood eM pte 40 6 40 : is nt Ye 5 
d aye ee ab oe 8 ont te ci tA, 24. 20 8 14 18 6 29 95 
COGS a oa 24, 9 29 14 7 5 3 i 
iDenmark : nen RR 23 5 2) 5 99 5 OA 5; 
United Ss 15 6 23 7 13 3 16 0 
United Kingdom........ l4 — 18 3 13 ae is - 
INew Zealand........... 9 tS 19 27 eu 2 ex 3 
WE ee ce. w. 7 16 f 13 6 4 i 18 
Pe eee 3 l 10 2 | 1 3 if 
Australia.............. 2 17 1 5 | 6 2 23 


Source: See table 2-21. 
q Excluding exports to centrally planned economies. 
The headings correspond to the following SITC sections: 


total manufactures, 5 to 8; chemicals, 5; machinery and trans- 
port equipment, 7; other manufactures, 6 and 8. 
° Excluding special category exports. 


Conclusion 


The nineteen fifties witnessed a generally rapid ex- 
pansion of industrial output in the developed countries. 


The annual rate of growth of manufacturing produc- 
tion averaged 5 per cent during the period for the 
group as a whole. This rate compares favourably with 
that reached in any previous period of rapid indus- 
trialization Moreover, industrial expansion in recent 
years has been more widely diffused among the de- 
veloped countries than in the past. 


Expansion has also been more widely spread among 


industries. It is true that rates of growth of various 
industries differed, so that the structure of industry 
continued to change. Yet what was striking was the 
broad participation of most of the industrial groups. 
Only a relatively few branches suffered from stagna- 


tion or absolute decline. What was even more note- 


worthy was the uniformity of the pattern of expansion 
of various industries in countries experiencing very 
different rates of over-all growth. The list of the rela- 
tively fast and slow-growing industries in different 
countries is surprisingly similar. This means that the 
countries with high rates of growth benefited from 
generally fast expansion in all industries rather than 
from any unusual performance in particular indus- 
tries; even in the relatively stagnant industries abso- 
lute rates of growth were usually higher than those 
prevailing in the countries with low rates of growth. 


This suggests strongly that while the pattern of 
industrial development generally conformed to the 
srowth of demand, the single most important limita- 


tion on industrial growth in the slow-growing coun- 
tries was the inadequacy of aggregate demand. ‘Among 


the components of demand, investment and exports 
stood out as the dynamic elements, and their contri- 
bution to the growth of industrial output was far more 
important than their share in total output. At the same 
time the shift in patterns of consumption towards 
durables, especiatty imthe-coumtries where the levels 
of incomes were still relatively low but were rising at a 
rapid pace, provided added impetus to the growth of 
industries. All these should not, however, be regarded 
as entirely independent factors. They were strongly 
influenced by policies helping to promote over-all 
growth and hence investment, as well as by measures 
contributing to the competitiveness of exports (in- 
cluding exchange rate policies) and to the changes in 
consumption habits. 


Conversely, where governments felt compelled for 
one reason or another to damp down the-rate of 
growth, they tended to induce a certain softmess in the 
economy. This was manifested in a tendency for the 
margin between output and productive capacity to 
rise beyond the point considered desirable by manu- 
facturers. This in turn reacted upon the rate of invest- 
ment and hence upon the rate of absorption of new 
technology, both of which had an adverse effect upon 
the growth and adaptability of industry and upon the 
capacity to meet competition in export markets. 


An important policy conclusion emerges from the 
above consideration. While the strategy of industrial 
development for the relatively under-developed coun- 
tries, including those industrial countries at relatively 
early stages of development, may very well concentrate 
on a deliberate shift in the industrial structure, or in- 
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dustrialization in the narrow sense of the word, the_ 


major concern for the developed countries must be for 
global éxpansion. The latter goal is in fact a relatively 
straightforward one and is, of course, made possible 
by the plasticity of the industrial structure of an ad- 
vanced industrial economy. 


This does not mean that the play of market forces 
will automatically solve all problems of adjustment 
for the regions, industries or population groups which 
have either been neglected in the general stream of 
progress or injured by it. However, the ease with 
which adjustments may be made is itself dependent on 
the rate of growth. Difficulties of adj t_are apt 
to be relatively minor when the various sectors are 
moving upward, to a greater or less extent, and are 
not suffering from marked absolute declines; and even 
where such declines do occur, the process of adjust- 
ment is facilitated by the expansion of other sectors. 


The key to the problem of adjustment thus lies in 
the fundamentattynamism of the economy. Moreover, 
policies-for adjustment maybe considered as an inte- 
eral part of a general programme for fostering develop- 
ment rather than as a palliative. New centres of regional 
development may be regarded not simply as a relief 
measure in depressed areas but as a positive contribu- 
tion to the industrial complex of the nation. Aid to 
depressed industries may be most effective when it 
contributes to the process of modernization and ra- 
tionalization in these industries. Measures on behalf 
of the unemployed should not stop at compensation for 
loss of income but should aim to provide new skills 
through retraining. 


The growth of the European Economic Community 
further illustrates the adaptability of industry in the 
developed~countries to change. Relativety—tittle dis- 
turbance has thus far been apparent in the economies 
of the menber-coumtries as a result of the mutual re- 
ductions in trade barriers that have taken place. The 
most important changes have been not so much in the 
location of industry as in its organization, particular- 
ly as reflected in the growing degree of industrial cen- 


centration. In this connexion the EEC Commission has 
pointed out in its Third General Report on the Activi- 
ties of the Community that it would be contrary to the 
objectives of the Rome Treaty “if control of the mar- 
ket in the main industrial sectors were in the hands of 
cartels or of a very small number of enterprises. The 
Commission will implement as soon as possible a 
common policy on understandings and ‘dominant posi- 
tions’, so that the difficulties which will inevitably 
accompany the integration of the economy shall not 
provide a pretext for abandoning healthy and effective 
competition.”!® 

The readiness’of the industrial countries to under- 
take the adjustments resulting from a mutual lowering 
of tradé barriers offers hope thatthetast-werd has 
not yet been said-on-the-preblem_of controls on _im- 
ports of manutactures 2 oped coun- 
tries. SIEess in these’ coun- 
tries remains slow, and their shares of world industrial 
output and world trade in manufactures are still ex- 
ceedingly small. Increases in their exports of manu- 
factures to the industrial countries could scarcely in- 
volve major difficulties for the latter, especially since 
the resulting export earnings would almost certainly 
be spent on additional imports of machinery or other 
advanced manufactures from the industrial countries. 
What is involved, therefore, is not so much a net 
increase in imports of manufactures by the industrial 
countries as a willingness to exchange one type of 
manufacture for another. It is difficult to exaggerate 
the importance of this issue for the under-developed 
countries—not merely in terms of the potential expan- 
sion of their export earnings but also in terms of 
access to large markets, providing opportunities for 
more efficient, lower cost operation. The experience of 
the nineteen fifties suggests that the problems of ad- 
justment involved in a more liberal attitude in the 
industrial countries to imports of manufactures from 
under-developed countries are likely to be small, and 
easily overcome in a general context of economic 
growth. 


S 5 


18 Op. cit., page 23. 
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Industrialization and structural changes in national income 


During the nineteen fifties all the centrally planned 
economies, regardless of differences in the stage of 
their industrial development, in their per capita income 
level and their resource endowment, sought hi their 
drive to accelerate the rate of economic growth to 
expand industrial production at rates considerably 
exceeding that of national product. This objective 
found its expression not only in high rates of invest- 
ment but also in the concentration of investment in 
industry, which absorbed from 40 to 50 per cent of 
all fixed investment during the decade.! 


Its results are evident in the profound shift in the 
composition of output in favour of industry in all the 
centrally planned economies, shown in table 3-1. These 
shifts were more pronounced in the less developed 
than in the more developed countries, thus resulting in 
a considerable reduction of the diversity of structure 
within the group. 

Between 1950 and 1959 industrial production in the 
centrally planned economies increased at an average 
rate of 13 per cent per annum.” While an exact com- 
parison of this experience with that of other areas is 
not possible because of differences in methods of 
calculation and of statistical coverage, there is little 
doubt that the rate of industrial development in the 
centrally planned economies ranked among the highest 
achieved anywhere. 

In general, industrial production in the industrially 
less advanced countries tended to expand at relatively 
higher rates than in the more advanced ones. As may 
be seen from table 3-2, mainland China, Bulgaria and 


1¥For a study of investment and economic growth in the 
centrally planned economies, see World Economic Survey, 1959 
(Sales No.: 60.11.C.1), chapter 3; for a study of the sources of 
financing this investment, see World Economic Survey, 1960 
(Sales No.: 61.1J.C.1), chapter 3. A more detailed study of the 
determinant of economic growth in the centrally planned econ- 
omies of Europe is to be found in United Nations, Economic 
Survey of Europe in 1961 (Sales No.: 62.[/.E.1). 

2 Based on the weighted average of net outputs for all cen- 
trally planned economies analysed in this chapter. Unlike the 
data on gross industrial output, the indices of net output used 
in this section reflect only net value added; they do not there- 
fore involve duplication through the inclusion of intermediate 
products. None the less, they may have been influenced by 
the incorporation during 1950 to 1959 of activities not pre- 
viously classified as industrial. The indices may also have been 
affected by changes in relative prices, since a number of the 
series were calculated by linking indices expressed in prices 
of different years. Furthermore, inter-country differences in the 
sectoral price ratios in the base year might also affect compara- 
tive rates of growth. 
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Romania (and through most of the period, Yugoslavia) 
expanded industrial output at higher rates than such 
countries as Czechoslovakia and Eastern Germany. 


With the exception of the Soviet Union and Yugo- 
slavia all of the countries attained the highest rate of 
industrial expansion in the initial stage of their indus- 
trialization drive, in the years 1950 to 1953. This was 
followed by a marked deceleration in the period 1953- 
1957 and a somewhat quicker pace of development in 
the last three years of the decade. The causes of this 
sequence of events have been analysed in a previous 
issue of the World Economic Survey. In the context of 
the present study it will suffice to point out that the high 
investment ratios in 1950-1953, together with the shift 
of resources toward armaments, resulted in shortages 
and imbalances. This made necessary a decrease in the 
rate of investment in the subsequent period, and a shift 
in the allocation of investment in favour of agriculture, 
housing and other non-industrial uses. Beginning with 
1958, an intensification of industrialization policies was 
once again in evidence in most countries. However, 
except for mainland China and Bulgaria, the rates of 
increase achieved during 1958-1960 were substantially 
smaller than in 1950-1953.4 

Construction grew in most cases at rates similar to 
that achieved by industry but the relative rates of 
growth of transportation were much more diversified. 
The rates of growth of all three sectors commonly ex- 
ceeded the rate of growth of total output. Construction 
and transportation differed from industry, however, in 
that there was little systematic relationship between the 
rates of expansion and the stage of industrial develop- 
ment that had been reached by different countries. 


The rate of expansion of the trade sector tended to 
be only slightly lower than that of total output. In 
agriculture, however, the growth rate was considerably 
below that of aggregate output and it tended to be 
somewhat lower in the more developed than in the less 
developed countries, although the relationship with the 
stage of industrial development was less pronounced 
than in the case of industry. 

The high degree of inter-country variability in the 
rate of expansion of agricultural output inevitably had 


3 See World Economic Survey, 1959, chapter 3. 


4 Another exception was Yugoslavia, where, however, the rate 
of expansion was considerably inhibited in 1950 to 1953 owing 
to difficulties created by the severance of trade relations with 
other centrally planned economies. 
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Table 3-1. Distribution of National Income, by Sector, 1950 and 1959? 


(Percentage) 


a a EEE 


Transport and 


Country» and year Industry Agriculture - Construction communication Trade and other 
Czechoslovakia ‘tas 7 93 
SO eet ey eee ee oe ee 55 DEL, 5.4 1.9 : 
es ake ae 65.0 14.3 9.7 3.0 8.0 
ete coe eee Beth 20.4 52 6.4 110e8) 
O50 ton eee Ae tok 67.6 12.3 6.2 5.0 9.0 
ay Fe ee 44.3 34.1 8.6 2.9 10.0 
LOS tile nee eee 51.7 22.1 9.9 4.9 11.4 
Ses 5 Pee NE Et hat A gee 2 Sa ee 41.4 saietl 8.6 2.6 9.7 
OS Ov Ran eres PRR a PRA owt 24.7 10.0 oot ey 
ee PPR A eee ea ees 35.2 4.2.9 ees Det i Eg 
INGO 2 Aue ary, SOP erat OeRan aren 50.1 26.2 9.8 2.8 iz 
Yugoslavia r : , 
NOs a ne cee SRR tie 33.8 36.7 8.2 6.5 14.8 
WOO 2 ae se cc ee Oe meer 44.5 DED 6.2 5.4 16.7 
Nea RON Re; See 29.0 Mio 52 3.0 oy 
iO 5 Osage ara weet aaa ireen | 9p Se ha 42.5 Spal 8.2 4.0 Loss 
Bulgaria . : 
IROED) VS capes eee ei Bare ars ot 28.4. 57.4 4.4 ie 8.5 
O50 eee tee. eer, etter 1 Os ee 42.4 Bo:0 6.3 3.4, 14.1 
China (mainland) . : é 
OB Ole ester career ee kat ea oe 14.1 6b.7 VA 3.8 14.7 
ISRO Ree, St Oe 8 eet eRe en 36.5 43.6 6.2 3.4 10.3 


Source: Division of General Economic Research 
and Policies of the United Nations Secretariat, 
based on national sources. 

Note: For Eastern Germany, national income in 
constant prices for the years 1955 to 1960 has 
been estimated as follows: gross output data by 
major sectors, in 1959 prices, have been extra- 
polated by means of sectoral indices of output in 
constant prices. The data thus obtained have been 
converted into estimates in net value by the use 
of sectoral ratios of net to gross output in current 
prices which are available for each year. For 
transportation and trade, the number of freight 
ton-kilometres and the volume of retail trade 
respectively have been used as extrapolators since 
no value indices are available for these sectors. 
For the years 1950-1955, data on national income 
in constant prices are reported in Statistisches 
Jahrbuch der Deutschen Demokratischen Republik, 


a considerable influence on the differences in the rates 
of growth of national income experienced in various 
periods and countries. The impact of this factor was of 
course heavily dependent on the share of agriculture in 
national income. Its influence was greatest in mainland 
China but, except for Eastern Germany or Czecho- 
slovakia where the share of agriculture in national in- 
come was below 20 per cent, it was also significant in 
all the other countries. 


1955 (Berlin). These data have been linked with 
the above estimates. In the case of Bulgaria, for 
which several indices calculated with different 
weights are available, the index expressed in 1957 
prices has been used. Data for 1950 have been 
obtained by interpolating between the values of 
this index for 1948 and 1952 with the help of the 
index with 1939 weights available for the inter- 
mediate years. 

® The figures refer to three-year averages cen- 
tred at the given year. Data are expressed in 
prices of the most recent year: 1952 for mainland 
China, 1958 for Bulgaria and Poland and 1959 for 
other countries. These data were extrapolated by 
sectoral indices of output in constant prices. ; 

» In this table and in the following tables in this 
chapter, countries are arranged in descending 
order of the share of industry in national income 
in 1950. : 


Variations in the rates of expansion of agriculture in 
the centrally planned economies were due both to dif- 
ferences in available arable land and natural conditions 
on the one hand, and in government policies on the 
other. Thus, for instance, the expansion of agriculture 
achieved by the Soviet Union was largely influenced by 
the bringing of virgin and fallow land in the eastern 
territories under cultivation, but no such possibility 
existed in other European centrally planned economies. 
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In addition, the quality of soil, climate and weather 
conditions had a considerable restraining effect on the 
growth of output in some other countries. Still another 
important set of factors accounting for variations in 
agricultural growth rates was the government policy 
with respect to institutional changes, procurement and 
purchase prices and, possibly to a less extent, the allo- 
cation of investment and other inputs, such as fertilizer. 
Apart from its variability, the most striking feature of 
agricultural production in all centrally planned econ- 
omies was the fact that the rates of erowth achieved 
during the decade were, according to official statements, 
far too low to meet the requirements for food and agri- 
cultural raw materials. The extent of the gap between 
requirements and output is not easily ascertained, and 
it cannot be measured by the differences in the rates of 
growth of industry and agriculture. But the unusually 
large discrepancies between rates of expansion in the 
two sectors shown in the following table provide some 
indication of the magnitude of the problem. 


The importance attached to these discrepancies and 
to the narrowing of the gap between agricultural out- 
put and requirements is best illustrated by the fact that 
the current Soviet seven-year plan, for example, pro- 
vides for almost equally high rates of increase in agri- 
culture and industry, the planned rates amounting to 
70 and 80 per cent, respectively, for the period 1959- 
1965. 


89 
Indices of gross value of output 
(pre-war* = 100) 
Industry Agriculture 
1950 1960 1950 1960 
Czechoslovakia........... 143 404, 87 104 
ISSR wee est ee 11763} 520 99 159 
Polandee fee aatcee o. ee Zoi 778 98 124 
PUnparvirn «tacts ts lous: 158 420 89 115 
InoneotsieVi. 6 i, jeden AR ow Hae > 147 505 81 124 
| ae T a eee ee nee 309 = 1,228 84 150 
BOSE VIA Get ene, cra tk es 172 450 83 146 


Source: See table 3-1. All data are based on national sources 
and pee re gross output in constant prices, except for in- 
dustrial production in Yugoslavia where net values are used. 

* The pre-war years for industry and agriculture, respectively, 
were for Czechoslovakia, 1937 and 1936; USSR, 1940; Poland, 
pre-war territory, 1937 and 1934-1938; Hungary, 1938; Romania, 
1938; Bulgaria, 1939; Yugoslavia, 1939. 

The low rates of increase in agriculture and the 
resulting rapid shift in the composition of output from 
agriculture to industry did not reflect the expressed 
aims of planning authorities. In fact, all the plans pro- 
vided for much greater rates of expansion of agricul- 
ture than were actually attained. But the decisions to 
increase industrial investment and to expand heavy in- 
dustry resulted in the imposition of severe restrictions 
upon the growth of incomes of the population, especially 
on the farms. The policy of keeping peasants’ incomes 
at very low levels reduced their incentive to produce 
while, at the same time, the policy of diverting re- 
sources to industry resulted in a reduced supply of fer- 


Table 3-2. Annual Rates of Growth of National Income, by Sector, 1950 to 1959 


(Percentage) 
Transportand Trade and 

Country Total Industry Agriculture Construction communication other 
Czechoslovankaa os. o.2 0). oe en tp 9.4 —0.1 14.8 bee onl 
Eastern Germany..........-... 8.8 Let 2.8 10.9 5.8 3.1 
US Se orn es ee ee 10.6 12.6 5.4 12.4 is 22, 
Hungary........ 6.2 9.3 Aga) 8.0 ibe? 3.4 
(Ba ea 7 Das a Oa ee 8.0 eS 22 Helle 8.3 ee 
SOUR T IGS ieee caste 'a See > Se 6.3 9.5 2.8 3.0 4.1 (eel 
ie eicliie Ske Sie Cee ee eee 10.3 14.0 4.9 ISy,23 12.6 2.6 
EO Wee Se a eee 8.7 Irs) 20 Si It 20.7 AO) 
Ginuy (miauand) 7. 22 «3 ape 28.0 10.1 33.0 13.8 10.8 


Deen ee 


Source: See table 3-1. 

Note: In several countries no sectoral indices of 
net output are available for certain years. In these 
cases the indices have been estimated on the basis 
of indices of gross output. The error involved in 
such estimates is sekebiy minor in those in- 
stances where it has been possible to interpolate 
between years for which both gross and net indices 
are available. The error is probably larger for 
years where the net values have had to be extra- 
polated on the basis of gross values (Bulgaria, 
1959-1960, mainland China, 1949-1951 and 1959, 
Poland, 1949-1951 and the Soviet Union, 1950- 
1951). It is doubtful, however, whether even in 
these cases the error involved is significant. 

«Except for the four cases specified below, 
terminal years refer to a three-year average cen- 
tred at 1950 or 1959 (for instance, the figure for 
1950 represents an average for 1949-1951). This 
method has been used in order to reduce the effect 
of year-to-year fluctuations in agricultural output. 
The following percentages represent the average 


annual rates of growth of agricultural output be- 
tween 1950 and 1959 based on data for single 
terminal years: Czechoslovakia, 0.8; Hungary, 2.0; 
Poland, 1.6; Yugoslavia, 7.1; Romania, 5.8; Bul- 
garia, 4.2. The corresponding rates for national 
income differ only for Bulgaria and Yugoslavia 
where they are 9.8 and 7.3 per cent, respectively. 
There are no significant differences in the case of 
sectors other than agriculture. The especially 
large difference between the two agricultural 
growth rates for Yugoslavia is to be explained by 
the fact that the harvest of 1950 was very bad 
while that of 1959 was above average. It is to be 
noted, however, that between 1953 and 1959 agri- 
cultural output rose in this country at an average 
annual rate of 5.8 per cent irrespective of whether 
single years or an average of terminal years is used. 

For 1950 in Eastern Germany, Romania and 
the Soviet Union, and for 1959 in mainland China, 
data were inadequate for the computation of three- 
year averages. In these cases single terminal years 
have been used. 
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tilizer and agricultural implements. Despite government 
control over wages and prices, such a policy, resulting 
in insufficient expansion of agricultural supplies, could 
not continue indefinitely. Towards the end of the first 
half of the decade, the problem of accelerating the 
growth of agricultural production was in all countries 
pushed into the foreground and considerable efforts 
were made to bridge the gap between agricultural re- 
quirements and the growth of agricultural output. 
Despite the difficulties in agriculture, the rapid growth 
of industrial production achieved in all countries was 


Table 3-3. Annual Rates of Growth of Popula- 


tion, Labour Force and Per Capita Income, 1950 


to 1959 
(Percentage) 
Labour force 

Country Population —- Per capita 

Total Productive income* 
Czechoslovakia... . alt 0.9 0.7 6.4 
Eastern Germany .. —0.7 ell 1.0 9.95 
US Sis 1.6 1.8 Hes) 8.9 
LAMONT 5 Sy oo oe oe 0.7 1.4 es) 5.3 
[Roland aaa 1.8 20) 1.8 5.9 
Wie os larvae ree 1.4 AP Pah 5.9 
Omani ee 3} 1633 1.3 8.9 
Bulgaria. oe sm: < 0.8 eS 0.8 8.9 
China (mainland).. — 2.7 WPA 


Source: See table 3-1. 

® The rates of growth of per capita income are derived from 
data for the first and last years of the period. In other tables in 
this chapter the terminal points used in calculating rates of 
growth are three-year averages. 


associated with significant increases in national income 
not only in absolute terms, but also on a per capita 
basis (see table 3-3). In most countries the rise in per 
capita income took place without any appreciable in- 
crease in the proportion of the population engaged in 
productive activities.® It was thus achieved essentially 
through an increase in output per man, made possible 
largely by an increase in the amount of capital per 
worker, and a shift from less productive to more pro- 
ductive sectors, mostly from agriculture to industry. 


Owing to the weakness or absence of any systematic 
relationship between stages of industrial development 
and rates of growth of agricultural production, con- 
struction and transport, it will be seen that inequalities 
between countries in levels of income were reduced to 
a far less extent than were inequalities in the degree of 
industrialization. This is borne out by the newly avail- 
able data on the relative levels of per capita output of 
industry and agriculture in various centrally planned 
economies. 

The well-known difficulties encountered in interna- 
tional comparisons of levels of output are greater than 
usual in the centrally planned economies because of the 
large inter-country differences in sectoral price ratios 
and the disparity between domestic and foreign pur- 
chasing power of currencies. In recent times, however, 
several estimates of relative levels of output in industry 
and agriculture were made in various eastern European 


5 That is, labour engaged in sectors contributing to national 
income as defined in the centrally planned economies. 


Table 3-4 Indices of Per Capita Output, 1950 and 1958 


(Average for the group = 100) 
a a a a 


Industry Agriculture Industry and agriculture 

Country —$$$$_$______ ———_—________— 
1950 1958 1950-1951 1957-1958 1950 1958 
Czechoslovakia............... 189 156 104, 94. 151 135 
Hasterm Germany (4... 0.0:.«. 140 156 101] 99 122 136 
USSR ere yw aes 116 120 105 ll] ite LZ 
LB UUUNCE Tata honey ket ce eh eee 76 7 ian 11] 92 85 
Poland 5 or, pears are ia 90) 90 116 114 102 99 
IROMETNE won acc acaneen esos ay 60 75 79 62 66 
Dial Sapa oth eee oe he ox 36 47 88 92 60 63 


———— ee EE Ea 


Source: The estimates for industry are from Tibor 
Kiss, A Szocialista Orszdgok Gazdasdei Eeyiittmii- 
kédése (Budapest, 1961). The data for 1950 are 
identical with and those for 1958 somewhat differ- 
ent from, Kiss’ preliminary estimates, published 
earlier elsewhere, which are in agreement with 
estimates published in Voprosy Ekonomiki, No. 1. 
1960 (Moscow). The latter publication, in referring 
to the similarity of estimates of comparative levels 
of output which have been made in various cen- 
trally planned countries, points out that: “These 
calculations are usually based on volume data for a 
relatively wide range of identical products and 
uniform price weights. In order to obtain reliable 
estimates, it is necessary to include in the calcula- 
tions a large number, say 100-150, of industrial 
products and 20-30 agricultural products. In spite 
of the unavoidable limitations of such calculations 
they none the less give an indication of compara- 


tive levels of economic development in various 
countries. This is also indicated by the close simi- 
larity of results of various calculations, including 
the one made by the Scientific Institute of Eco- 
nomic Research of the State Planning Committee 
of the USSR. The results of such calculations are 
also confirmed by a comparison with indicators 
expressed in physical terms”’. 


The estimates for agriculture are from Gospo- 
darka Planowa, No. 5, 1961 (Warsaw). They are 
derived from estimated grain equivalents of output 
for sixteen major agricultural products. 


_ The index for industry and agriculture combined 
is obtained as a weighted average of the indices of 
these two sectors, using the Soviet structure of 
weights. The use of other national weights would 
not affect the ranking of countries although it 
would alter the magnitudes shown in the table. 
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Table 3-5. Annual Rates of Growth of Employment, by Sector, 1950 to 1959# 


(Percentage) 


re 


Country Industry 


Total 


Construction Transport and Trade and Agricultur non-agricultural 
communication other employment» 

Czechoslovakia.......... 3.0 Boe 2.8 0.2 —2.4 2.6 
Kastern Germany........ Ded Zee L.é 4.2 3.2 2.3 
USSR \ 4.1 4. / a 4. —3.2 ZA: §93 
9 . = 

ae Re ee 3.9 3.9 4.1 al 0.1 3.6 
aNSEC TO OS, OR eee a eee 2.3 1.9 5.0 one —0,9 3.4 
CO I ee ee 1.3 5.4 4.3 2.3 0.2 4.4, 
Muposiavia®. 4.5... ...... 6.2 —1,.0 2.2 3.2 —0.8 4.5 
Romania He Sn Ae ae 2.8 Oi 4.4 Deo OL 3.1 
Boleariggs. <.o5.0 cog ns. - 7.3 7.0 7.6 oe —(.7 0 


ns 


Source: See table 3-1. 

* Total labour force is defined to exclude mili- 
tary personnel, domestics and other persons hired 
by individuals, as well as other minor groups. As 
methods of derivation of agricultural employment 


countries and while the results so far achieved do not 
pretend to reflect the exact relationships between levels 
of output of different countries, they may be used as 
indicating broad orders of magnitude. 


The relative levels of output in industry and agricul- 
ture among countries are shown in table 3-4. As indus- 
try and agriculture together account for the major part 
of national income, their weighted averages may be 
considered as providing a broad indication of differ- 
ences in order of magnitude of income levels among 
countries. Though small differences may well be of no 
significance, the spread among countries shown in the 
table does suggest a relationship between relative levels 
of per capita income and the degree of industrializa- 
tion. Agricultural output per capita, on the other hand, 
shows less systematic relationship to the degree of in- 
dustrialization; it was the lowest in the two least devel- 
oped countries, followed by the two most developed, 
and substantially higher in Poland, Hungary and the 
Soviet Union. 


The estimates reproduced in table 3-4 also show a 
marked narrowing of disparities in per capita output of 
industry between 1950 and 1958 but little change in the 
relative per capita levels of agricultural production.® 


The process of industrialization in the centrally 
planned economies was associated, as might be expected, 
with changes in the proportion of the labour force in 
total population as well as with significant sectoral 
shifts within the labour force. As shown in table 3-3, 
the labour force grew more rapidly than population in 
almost all countries, but the differential increases in the 
labour force and in the proportion of active to total 
population were not associated with the degree of in- 
dustrial development. 


Even though government policy emphasized the 


6 Owing to differences in methods of estimation and in ter- 
minal years, the changes in relative output levels shown in table 
3.4 differ somewhat from those indicated in table 3-2. However, 
the direction of change shown in both cases is similar. 


differ widely from country to country, the data 
presented for this sector are less comparable than 
those for other sectors. 

> Including services. 

© 1953-1959. 


expansion of productive sectors, employment in these 
sectors in most countries increased less than total em- 
ployment. The ensuing fall in the share of productive 
workers in the total labour force was somewhat more 
pronounced in the more advanced than in the less ad- 
vanced countries. 


Variations in rates of increase in employment among 
most of the productive sectors were in general not very 
great. In agriculture, however, employment declined in 
most countries, and in those where it did increase the 
rise was quite insignificant (see table 3-5). A notable 
feature of the inter-country variations in employment 
was that the rates of growth of employment in industry 
and in non-agricultural sectors generally tended to be 
higher in the less advanced than in the more advanced 
countries. The changes in the agricultural labour force 
were less closely associated with the degree of indus- 
trialization, although in the two most advanced coun- 
tries, Eastern Germany and Czechoslovakia, the decline 
in agricultural labour was much more pronounced than 
in other countries of the group. As may be seen from 
table 3-6, the differences in sectoral rates of growth of 
employment resulted everywhere in a rising share of 
industrial employment and a declining share of agri- 
cultural employment in the total. This table reflects in 
a particularly striking way the wide differences in eco- 
nomic structure among the centrally planned economies. 
At one extreme, in Eastern Germany, the proportion of 
the labour force engaged in industry amounted to about 
40 per cent while in agriculture it was 22 per cent.‘ 
In Bulgaria, on the other hand, the proportions were 
14 and 72 per cent, respectively. And while precise data 
are not available for mainland China, there is no doubt 
that in this country the share of industrial labour in 
total employment was even smaller. 


As may be seen from a comparison of the data in 
tables 3-4 and 3-6, the sectoral distribution of employ- 
ment differed considerably from the distribution of out- 


7 Average of 1950 and 1959. 
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Table 3-6. Distribution of Labour Force, by Sector, 1950 and 1959 


(Percentage) 


en SS Ee eae 


Productive sectors 


‘ Transport and Trade and Services 
se los dead Industry Agriculture Construction Se ae other 
Czechoslovakia : 
1950 ae eee en 30.0 38.6 6.3 Sal 8.3 ve 
O59 Saxe fans Meee eae 36.0 28.5 alt ol 7.8 Heo) 
orc ee ne 38.2 26.6 5.3 6.1 8.5 15.3 
1950) Ann ae 11.9 18.1 6.1 6.5 11.3 16.2 
USSR ; a 
OS One ee brane 19.6 50:3 6.3 Sh 4.1 13.8 
(On eee 225 42.2 Lo 7.0 4.6 16.3 
ae 5 les, Seen 19.7 oy 5) apa) 4,4, 5.3 12.9 
(SOs eee eee 28.0 42.9 5.6 6.0 6.5 11.0 
Polard ' 
"1950 ea 17.4 60.1 1.8 3.8 5.0 8.9 
LOS Oe ter wccmneccsa at, Zale? 51.0 6.4 4,7 pga 11.6 
ucoslavi 
ne ee ene 67.8 Ld :.0 3.2 6.8 
O59 eee le Nek cet 20.1 61.0 3.9 32 oat 8.1 
Romania a Ds 
O50 Ry San rina Wel Tangs) ees) 1.3 3:2 7.3 
NO 5 Oe nae etvad ee ies) 69.2 ae ily 4.0 7.8 
Bulgaria : 
1O50cc cance 9.8 19.7 1.9 14 2.5 4.8 
LO DOPE eer een 16.5 66.9 eral 25 360 fet 
Source: See table 3-1 and footnote a to table 3-5. ® 1953. 


put. These differences reflect the extremely large varia- 
tions in sectoral productivity in all centrally planned 
economies, as may be seen from table 3-7. They appear 
particularly striking when output per man in various 
sectors is related to output per man in agriculture. 
Thus, in comparison with agricultural product per 
worker, output per man in industry was two to five 
times as great, construction one and a quarter to four 
times, and trade one and a half to more than ten times 
as great. In most countries output per man in transpor- 
tation also exceeded that in agriculture, and in several 
cases it was considerably higher. 


It is noteworthy that inter-sectoral differences in 
output per man were larger in the less developed than 
in the more advanced countries. Indeed, the inequali- 
ties in sectoral output per man tended to narrow pro- 
gressively at higher levels of development. This is indi- 
cated by the measure of relative inequality in the dis- 
tribution of output and employment shown in the last 
column of table 3-7. It should be stressed however that 
the wide inter-sectoral variations in output per man re- 
flect to some extent the peculiarities of price formation 
prevailing in the centrally planned economies which 
tend to exaggerate the shares of industry and trade in 
relation to agriculture.® 


The available estimates of relative productivity of 


8 The effect of price policies on the shares of the remaining 
sectors is less clear. It is certain, however, that even allowing 
for these distortions, very substantial differences did exist in 
sectoral productivities in all countries, 


industrial and agricultural labour shown in table 3-8 
indicate that labour productivity in both sectors was 
generally much lower in countries at earlier stages of 
development. The spread between countries was, how- 
ever, less pronounced in industry than in agriculture. 
It is probable that this was largely due to the fact that 
in less developed countries modernization was intro- 
duced to a relatively greater extent in industry than in 
agriculture. An important influence tending to equalize 
the productivity of industrial labour in different coun- 
tries was the fact that newly created industries were 
provided with relatively modern equipment.® 


These data together with the information on sectoral 
allocation of labour and on differences in sectoral pro- 
ductivity (see tables 3-6 and 3-7) suggest that the dif- 
ferences in per capita income were strongly influenced 
by the variations in output per man in industry. They 
indicate that a significant narrowing of the gap in per 
capita income among the centrally planned economies 
would require the economically less advanced countries 
not only to increase substantially the share of industrial 
workers in their total labour force but also to raise 
output per man in industry at a much higher rate than 
that prevailing in the more industrialized countries. 


® Owing to the many statistical difficulties involved, the con- 
clusions derived from the estimates in table 3-8 should be 
viewed with great caution. The qualifications suggested in the 
footnote to the table, however, do not render meaningless the 
differences in broad order of magnitude which is all that is 
relevant in the text. 
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Table 3-7. Product per Worker, by Sector, as Percentage of the 
Country-wide Average* 
(Average of 1950 and 1959) 


Measure of 


Transport and Trade and 


Country Industry Agriculture Construction communication other ee 
duct per worker 

Czechoslovakia rs 161 54, 90 yy) 92 46 
Kastern Germany ..... 130 61 84, 77 95 34 
es eee aa 194 51 115 52 208 56 
LRT oe na 177 57 150 54 ei 50 
Polandinc ccs. cas. 197 54 139 59 203 57 
Yugoslavia........... 219 (4 157 154 450 7 

Romania ere ree 251 56 Pale} Pale 285 66 
ecg ice «eos 2 255 58 203 {La 349 64. 


reer ee ee eee 


Source: See tables 3-1 and 3-6. 

® Derived by dividing the sectoral shares of out- 
put by corresponding sectoral shares of employ- 
ment. : 


Table 3-8. Output per Man in Industry and 
Agriculture, Average of 1950 and 1959 


(Average for the group = 100) 


Country Industry Agriculture 
Czechoslovakia . . .. ie 129 Di 
Eastern Germany.......... te 124 200 
“SSE Ss ol eee 1238 99 
Hungary...... 75 104 
Poland 2." ... o nr a 102 86 
REEMA eee Es Y 9] Al 
ES oe 56 43 


Source: Data on output per man in industry in 1957 as given 
in Planovane Hospodarstvi, No. 11, 1959 (Prague), extrapolated 
through the use of indices of output and employment. Output 
per man in agriculture was derived from the data in table 3-4 and 
the available information on the agricultural labour force. 

Note: Data on output per man in industry in some cases differ 


significantly from those which might be derived on the basis of 


the output data given in table 3-4 and employment data reported 
in the national statistical yearbooks. As the coverage of industry 
in the Kiss estimates underlying table 3-4 may differ from the 
coverage of employment in the national sources, it was preferable 
to use in this table the estimates of output per man given in the 
publication quoted above. 

Data on output per man in agriculture are undoubtedly much 
less reliable than those on output per man in industry, owing to 
the well-known difficulty of estimating agricultural employment 
in most of the centrally planned economies. 


» Calculated as the sum of differences between 


the percentage distribution of output and of em- 
ployment, regardless of sign. 


In most countries, the increase in labour productivity 
in industry and related sectors—construction and trans- 
portation—during the decade of the nineteen fifties by 
far exceeded the increase of productivity in agriculture 
(see table 3-9). In only one of the countries, Yugoslavia, 
and only during 1953-1959, was the rate of growth 
higher in agriculture than in industry. The lag in out- 
put per man in agriculture occurred in spite of the de- 
cline in the agricultural labour force in most cases. In 
non-agricultural sectors, there was some slight tendency 
for growth rates of productivity to be relatively higher 
in the more advanced than in the less advanced coun- 
tries, but in agriculture no systematic relationship 
between productivity changes and the stage of develop- 
ment was in evidence. However, since the weight of 
agriculture in the economy is inversely related to the 
level of development, the contribution of agriculture to 
the over-all increase in productivity was much higher 
in the less developed than in the more developed coun- 
tries.'° 


As might be expected from the increases in production, 
rates of expansion of capital stock were high during the 
period both in absolute terms and on a per capita basis 


(see table 3-10). 


10 This is shown by the following data on the percentage contribution of the various sectors to the 
growth of average productivity during the 1950-1959 period. 


Industry 
Grechosloyakis o5.52-s%-23 +: rere 66 
Hastern Germany o.c.c 50. son ri Br = 72 
USS 1 teapot Ra Jer IO a 
Eiicuryee eee a: Pes 51 
Polavichesates anes ne amore +s Anh io) 3 66 
SPOR LANE ais cow wii a wi eee see lee 43 
IR OULATT EA Seiad eoaae «zee ie ss 33 
Bprlgaria Gide ae i ow es vie stg A 29 


Source: See tables 3-6 and 3-9. 
® 1953-1959. 


Transport and Trade and 


Agriculture Construction communication other 


1] 13 4, 6 
19 7 4 sell 
19 9 5 Dnt 
Di 19 6 —4 
17 9 2 6 
42 i) 9 13 
60 5 2 1 
92 4, 4 11 
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Table 3-9. Annual Rates of Growth of Labour Productivity, 1950 to 1959 
(Percentage) 
Transport and Trade and 
Country Total Industry Agriculture Construction communication other 
Czechoslovakia........-. 6.8 6.3 2.9 1057 10.2 55) 
Eastern Germany........ ies 8.8 6.2 8.0 4.0 —0.9 
USS Raia aan. 9.0 Sat Sys) 8.1 AG 8.8 
Hum ay con eee at 4.9 Bo Pie 9.9 Byis: —0.3 
Roland eae oe ae 6.0 MO 1.9 5.9 3.8 4.9 
Wages laia® praia ere 8.3 6.1 6.6 6.3 8.5 6.3 
RGimaniae ee eat aera 8.8 10.8 4,2 8.6 7.9 —2.7 
Bullgariayes.c-o7.,ce verearnncn Ge Bal wall io IA 9.4, 


ncn EEE 


Source: See table 3-2 and 3-5. 


A notable aspect of the pattern of sectoral changes 
was the relatively small spread between the rates of 
growth of capital in agriculture and in industry. In 
general, however, the variation in sectoral rates of in- 
crease in capital was large, and was greater than the 
variation in the sectoral rates of growth of employment 
(see table 3-5). The smallest rates of increase in capital 
stock occurred in transportation. In this case, as in 
other productive sectors, no systematic relationship be- 
tween the rates of expansion and the level of develop- 
ment could be discerned. 


The structural changes resulting from these develop- 
ments are indicated in table 3-11. They show that in 
Czechoslovakia and the Soviet Union the proportion of 
assets in productive sectors in relation to total fixed 
capital stock was higher than that in Hungary and Bul- 
garia, but that these differences were substantially re- 
duced between 1950 and 1959. While data on changes 
in the structure of capital assets are not available for 
other countries, data on the distribution of investment 


9 1953-1959. 


show that in mainland China and Romania, as well as 
in Bulgaria, a much greater share of investment was 
directed to productive sectors than in the more devel- 
oped centrally planned economies." 


Among the productive sectors, the share of industry 
at the beginning of the period was generally higher and 
that of transportation lower in the industrially more 
advanced than in the less advanced countries. By the 
end of the period, however, the inter-country differences 
in these shares had largely disappeared. Thus, for 
example, the share of industry in productive assets in 
Romania and Bulgaria in 1959 was higher than that 
in the Soviet Union. In the case of agriculture, how- 
ever, the share in productive assets had little relation to 
degree of industrial development even in 1950.1” 

11 For more details, see World Economic Survey, 1959. 

12 Tt should be pointed out, however, that the inter-country 
variability in the share of agricultural fixed assets was influ- 
enced, perhaps more than in the case of any other sector, by 


differences in coverage, valuation and other statistical limita- 
tions. 


Table 3-10. Annual Rates of Growth of Capital Stock, by Sector, 1950 to 1959* 


(Percentage) 


Se 


All sectors 


C untr rae roductive ndadustry ricuiture omnis. cti 

ountry iy Pa eiaies one Industry Agriculture Construction —— eens 
Czechoslovakia......... 4.1 3.0 5.3 6.1 5.3 8.1 2 7 

¢ ; 3. ; <¥ 2.8 4.7 

USSRaes art es eee: 8.8 fell 9.4 10.6 oe ae 75 
Hungary sce: tak. nas os ao 1.6 8.2 WR 10.0 4.5 2.4 153 
Rome) ter 5.1 3.8 5.7 8.6 4.5 bi 0.7 a 
Bulgaria, ois ssscaaese 6.9 6.0 10.5 14.0 8.1 O4 6.5 75 


eee ee 


Source: See table 3-1. 

® In Czechoslovakia, the Soviet Union and, probably, Romania 
the basic data refer to values expressed in constant prices. In 
Bulgaria and Hungary they refer to book values, but, with the 
exception of the 1959 price reform in Hungary, changes in 
prices of investment goods were not very significant. In deriving 
the data for Hungary an adjustment has been made for price 


changes in 1959. Data for this country, however, are not quite 

comparable to those of other countries as they refer to values net 

of depreciation but including capital repairs. The data for the 

other countries are gross of depreciation and do not include the 

value of capital repairs. Data for Romania and Bulgaria are also 

partly estimated. % : 
6 1955-1959, 
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Table 3-11. Distribution of Fixed Assets, 
by Sector, 1950 and 1959 
————————————EE— eee 


Country and item 1950 1959 
(percentage) 
zechoslovakia 
Distribution of productive assets: 
NOG ISG a Se 20.7 60.0 
OTE TYR CU: 0 a 2.0 2.4 
ENGELS nae 1 ene a 17.8 17.8 
Transport and communication. ..... 20,1 15.8 
EAGG AMG Other oc, .<skodi ss cane. 4.4, 4.0 
Assets in productive sectors in relation 
tactotal fixed assets... +... 10.0... 6. 45.0 50.0 
USSR 
Distribution of productive assets: 
DIGGER Ge ee oh. ok exc x « lt ae (46.0 
OE Ch, (lia ead 
ES. hs 24.1 
Transport and communication...... 26.6 22.3 
heme nnd dther 625.000. oes. 23 4.5 
Assets in productive sectors in relation 
to total fixed assets............... 53.0 59.0 
Hungary 
Distribution of productive assets: 
Ly ee ee Sout 45.2 
Spmstriiction.... 02.6 c see ssn Za 2.0 
Oa 2 ae 22.5 26.5 
Transport and communication...... 37.4 23.3 
Penne ane other x .. Ss. Jous 5% <3 Ly 3.1 
Assets in productive sectors in relation 
ies teal fined wscete. 25 sow ce 38.0 49.0 
Romania 
Distribution of productive assets: 
OS a 0 PS eee 52.6 
RIHRIIRINONE hs on tAn cs se = 3.7 
Primemtete te yt sees oo eek 29.7 
Transport and communication. ..... 14.3 
Dec Ries BKUAORDEE So oshes 6 dx nines a» 3.6 
Bulgaria 
Distribution of productive assets: 
(Ry Ca Se rr 37.6 52.4 
OPT eee pag 2.0 
Agriculture ........-. ee 22.5 18.4 
Transport and communication...... 32.1 22.8 
Weate and other 22 2. 2 ees. 5.6 4.4 
Assets in productive sectors in relation 
to total fixed asseis...- 0.2 ese, 30.0 44.0 


Source: See table 3-10, and footnotes thereto. 


A comparison of data on the structure of output 
and sectoral allocation of capital and labour (see 
tables 3-1, 3-6 and 3-11) makes it possible to shed some 
light on the sectoral variability in capital productivity 
on the one hand, and on capital intensity on the other.” 


13 The data on productivity of capital are obtained by divid- 
ing the shares of output in each sector by the shares of fixed 
assets; capital intensity data are derived by dividing the sec- 
toral shares of fixed assets by the corresponding shares of em- 
ployment. 
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It appears from these data that industrial output per 
unit of capital was in most countries relatively close to 
the average productivity of capital in all sectors. 
However, in Romania and Bulgaria, the least developed 
countries for which data are available, it was lower 
than the average, while in other countries it was higher. 
On the other hand, the productivity of capital in agri- 
culture was in most countries higher than the country- 
wide average productivity of capital; this was particu- 
larly true of the less developed countries. In transport 
and communication, output per unit of capital was far 
lower than in other sectors. There was little evidence of 
any systematic relationship between capital productivity 
in this sector and a country’s level of industrial develop- 
ment. 


Between 1950 and 1959 capital productivity fell in 
agriculture but increased in construction and transport 
and communication in all countries for which data 
were available. As these divergent changes tended to 
offset each other, the variation in aggregate productivity 
of capital was largely influenced by changes occurring 
in industry. Thus, both industrial and aggregate pro- 
ductivity of capital increased in Czechoslovakia and the 
Soviet Union and fell in the two less developed coun- 
tries, Hungary and Bulgaria. In Romania, for which 
data are available only for the period 1955 to 1959, 
aggregate capital productivity increased slightly. 


The data on capital per worker in various sectors 
during 1950-1959, expressed as a percentage of country- 
wide averages is shown below: 


Transport 
Agri- Construc- and commu- Trade and 
Industry culture tion nication other 
Czechoslovakia... 155 A5 25 280 45 
USS Ree ener 160 45 40 ue) nies 
Hungary i. es: 150 45 Bo 520 oD 
Romania®........ 340 35 95 870 CS 
Bulcariarerrner: 320 aS) 80 1,350 ibys) 


Source: See tables 3-6 and 3-11. 
a Average of 1955 and 1959. 


In all countries the highest capital intensity was in 
transportation and the second highest in industry. 
Among the five countries for which data are available, 
capital intensity in industry was much higher in rela- 
tion to agriculture in the two least developed countries 
than in the other centrally planned economies. 
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Between 1950 and 1959, in all countries except 
Romania capital per worker in agriculture increased at 
a higher rate than in industry; the difference was par- 
ticularly great in Czechoslovakia and Hungary. Capital 
per worker in transport and communication actually 
declined in Bulgaria and Hungary. It rose in the Soviet 


Union and Romania but at a lower rate than in other 
sectors and it remained almost unchanged in Czecho- 
slovakia. These differences are indicated by the annual 
average rates of growth of capital per worker between 
1950 and 1959 shown in the text table below (in per- 


centage) : 


Transport and Trade and 


Total Industry Agriculture Construction communication other 
Czechoslovakia.......... 4.6 3.0 co 4.2 0.0 4.5 
WSSRi Ge cere face 7.8 6.9 8.1 a 3.3 mer: 
Hungary.) 2 ae asta eee 6.6 5.6 11.0 2.6 —2.5 et 
INGA 5 5 oa cgseue suc. oni 7.8 4.4 ai Ns yak 
Buleaiiast ayes oq tera oe 9.4 6.2 39 yey) —1.0 Zid 


Source: Tables 3-3, 3-5 and 3-10. 
8 1955-1959. 


These data, together with other indirect evidence, in- 
dicate that the growth of capital intensity was generally 
not higher in the less developed than in the more de- 
veloped countries. Since capital intensity and labour 
productivity are closely related, it may be concluded 
that the inability to narrow the gap between output per 


man in the less developed and that in the more devel- 
oped countries was largely due to the absence of any 
significant reduction in inter-country differences in 
capital intensity between the less and the more devel- 


oped countries. 


Changes in the pattern of industrial production 


The process of industrialization was accompanied by 
considerable shifts within the industrial sector. The di- 
rection of these shifts was determined by government 
policy which tended to emphasize expansion of capital 
goods industries as the necessary condition of economic 
progress. A rise of investment in relation to national in- 
come naturally increases the demand for capital goods 
in relation to that for consumer goods. But industriali- 
zation policies in the centrally planned economies en- 
deavoured to adapt the structure of domestic output to 
this pattern of demand. Consequently, all countries, re- 
gardless of the degree of their industrial development 
or of differences in their natural endowment, increased 
their output of producer goods faster than that of 
consumer goods.'* (See table 3-12.) This tendency was 
somewhat more pronounced, however, in countries at 
lower levels of industrialization which, as already noted, 
achieved generallly higher rates of industrial growth 
than did the industrially more advanced countries. 


14 Jn the classification adopted by the centrally planned eco- 
nomies producer goods include gross yalue of output of capital 
goods as well as all primary and intermediate industrial goods 
irrespective of whether they are used for production of final 
capital goods or of consumer goods. Consumer goods include 
only final products. 

15 Except for Yugoslavia, the data on industrial production 
in this section are expressed in terms of gross value of output. 
They may therefore differ from the national accounts data 
employed in the preceding section, which represent net value 
of industrial production. As the extent of duplication involved 
in gross value data is not the same in all branches of industry 
and may differ from country to country, it is necessary to 
emphasize that the inter-sectoral and inter-country comparisons 
of gross value data may yield results substantially different 


At the beginning of the period, considerable differ- 
ences existed in the share of producer goods in total 
output of various countries; in general, the share of 
producer goods in gross value of output was higher in 
the more developed than in the less developed coun- 
tries (see table 3-13). The comparatively higher rates 
of growth of output of producer goods in relation to 
that of consumer goods in the less developed countries 
resulted in a significant narrowing of the spread in 
shares of producer goods in total output of industry in 
countries at different levels of development. In fact, 
the producer goods’ share in countries such as main- 
land China and Romania at the end of the period ex- 
ceeded that of more industrialized countries such as 
Hungary and Poland.'® 


The pattern common to all countries of greater ex- 
pansion of producer than of consumer goods, as well 
as of heavy industry as compared with light industry, 
was due to the general policy laid down in the long- 


from those which would be obtained if value added statistics 
were used. The latter, however, are available for only a few 
countries and for isolated years. } 

16 The data on output of producer and consumer goods do 
not yield any direct information on the relationship between 
final and intermediate goods in countries at different levels of 
development. The relatively higher share of producer goods in 
the gross value of industrial production in the more developed 
countries reflects, however, not only a higher share of capital 
goods but also a wider range of intermediate stages of pro- 
cessing. It should also be borne in mind that the variations in 
the share of consumer goods in gross value of output are in- 
fluenced by the fact that, in the course of industrialization, an 
increasing proportion of agricultural output is processed by 
industrial enterprises before it reaches the consumer. 
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Table 3-12. Annual Rates of Growth of Output and Employment in Industry, 1950 to 1960* 


(Percentage) 


ee 


4 . Total Producer Consumer i 5 pcan 4 . Aen 
Country and item industry goods goods Fuels Bieta ee Bar Ce ane footwear Food 
products rubber) me : cloth ing 4 
Czechoslovakia 
Oniput, eas 10.9 12.6 8.9 8.3 
Srna S pa : oS WOKS 16.4 a5 ) ee 
Employment........ 2.9 3.8 1.8 Bac) 4.5 37 : 18 a ie a 
Eastern Germany 
Potpit...-o<.us..... LY4 122 10.1 5.6! 3.6° 
: : 22 ‘ 9.65 13.6° 14.5 re 2 
Employment........ 2.1 1.2 A. 3° 31 3.2, a5 16 oo 
USSR 
SO age A eacae ey 116 12.6 10.4 9.2 10.4 7 ¢ 
Employment?....... 4.0 3.2 37 oe es W3 37 30 
Hungary 
LAS ee 10.4 12.] 8.8 7.52 10.7¢ 12.8 16.3 WA: 8.7 8.1 
Employment........ Do 6.8» 4.6° OG 3.9 3.9 5.7 5.7 
Poland 
PN oe fects... S29 14.4 ines 5.8 10.6 PEEP) 16.9 14.1 Wl 8.5 
Employment... ..... ce ee a 3.3 2. 7.5 4.5 5.2 12 5.0 
Yugoslavia 
Dutputl) cee. sos. «88 8.0¢ 16.6 14.5 15.8 5.3 5.9 6.4 
Romania 
PRUAME oo: cans 1S) 14.8 10.8 9.9 14.2 19.3 20.8 5.1) 9.5 9.1 
Employment........ 5.3 ae 3.9 6.1 6.1 10.5 5.2 4,1e 3.4 
Bulgaria... . 
PA et es cs<., 148 17.8 12.3 119 41.3 Dib al 23.4 21.8 13.8 10.2 
Employment........ 9.0 fn wey, 5.8 27.0 93 12.1 19 6.9 8.5 
China (mainland) * 
PBR Sis os. 22> 240 38.6 19.0 25.2 50.0 43.0 49,3 37.4 14.2 PAI 8! 


Source: Division of General Economic Research and Policies 
of the United Nations Secretariat, based on national sources. 

® Gross value of output. Industrial output includes the follow- 
ing: in Hungary, state industry only; in mainland China, total 
industry excluding handicrafts; in remaining countries, total 
industrial output. Employment includes the following: in Czecho- 
slovakia and Romania, workers in total industry; in Eastern 
Germany, the Soviet Union and Poland, workers and employees 
in total industry; in Hungary and Bulgaria, workers in state 
industry. The differences between the rates of increase in indus- 
trial employment indicated in this table and those in table 3-5 are 


term plans of economic growth. The aim of this policy 
was to alter the structure of the economies so as to raise 
the output of producer goods to the point where it 
would not only provide the raw materials and equip- 
ment needed to maintain the existing level of output 
and the capital stock, but it would also permit the de- 
sired rate of expansion of total output. Although in 
most countries a substantial proportion of domestic 
requirements had to be met by imports, this fact had 
relatively little influence on the planned changes in the 
domestic distribution of output between consumer and 
producer goods. 

This policy was said to be based on the well-known 


formula by Marx of “enlarged reproduction” originally 
related to gross value of output in a closed economy. 


due to variations in coverage; data in table 3-5 include, apart 
from wage and salary earners, members of co-operatives and 
self-employed persons engaged in industrial production. 

> Total mining. 

© Including non-ferrous metallurgy. 

4 Derived from data on output and output per man. 

© Coal and oil industry only. 

* Net value of industrial output in 1956 prices, including de- 
preciation. 

& Excluding clothing industry. 

4 1949 to 1957. 


According to this formula, economic growth requires 
that gross value of output of producer goods should 
exceed the value of producer goods used in all sectors 
of the economy during a given period.” 


In more explicit terms, this means that in a closed 


17 Jn Marx’s notation the value of output of producer goods 
is presented as c: + vi + m: and that of consumer goods as 
ce + vo + mo; c referring to the value of raw materials, inter- 
mediate goods and capital used up in the process of production 
during a given period, v to the wage bill and m to profits. The 
subseripts 1 and 2 refer to the producer goods and consumer 
goods sectors, respectively. 

The condition of “enlarged reproduction” is stated as 
a + v+ m > ec: + cz This formula was frequently pre- 
sented in the form of: vi + mi > ce. 

It is evident that this formula deals with levels of output and 
consumption of producer goods only and not with the relative 
rates of increase in output of producer and consumer goods. 
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Table 3-13. Distribution of Gross Value of Output of Industry, 1950 and 1960 


(Percentage) 


hc 


Heavy industry 


Light industry 
Producer — Consumer Machine : ie Textiles, 
s ‘oods Ferrous buildin Chenione conte ‘ootwear 00. Other 
Country and year goods good rape etallaray and mata (nals materials Other poke Lae Food Nt 
Czechoslovakia ; 1 27 43 172 25.8 98 
ee 5ile5 48.5 8.4 6.9 20.8 4. a “ 

1080. ee ee 508 402 66 7.8 33.7 6.1 4.2 4.3 12.3 16.4 8.6 

Eastern Germany* on E aT, 18.8 143 9.9 
, Sif 41.3 6.6» Bro Dre 15.8 3.4 2.0 8 ; 

i000. soy ke ek, oe al 7 68 93.1 15.0 oe 1.5 rie 14.5 6.9 
ae OOS Slee 9.7 6.6 Wh) a0 ey 12.34 oie ae 

(060, es 725 TS. ad 5.9 21.9 4.4 21 19.54 213 ie 
pHs 44.0 56.0 6.1» Weg 19.5 5.0 2.8 3.8 19.3 32.8 3.9 

1960 SS Gs 5 24,2 8.3 3.2 3.4 16.5 26.7 5.6 
Poland 4 ; , re ae ae 

OS OMe ease ArT A, 52.6 10.2 6.9 9.2 4.7 2.1 4.2 8.4 38.2 f 

eh ite te Aa SA i) 45.6 5.8 OZ D2 ae 25 4.3 17.4 28.1 6.2 
ce ae 100 433 14.8 3.8 2.5 1 ee 8 17.1 

dL 05) O las, eres: p 8.8 6.4 23.4 6.9 lieve 14 16.7 Loo a ae 
Romania P ; 

NO TENON Pam tas eee od) AO) eeeiles 5.4 Ses) Sel 2.4, 4 1 22.6 24.6 de 

OG O Rec eee 60.0 40.0 9.1 6.3 24.0 6.1 3.2 5.4 iToys) 19.3 10.1 
Bulgaria ; 

1.95 (de ea eee BOs 61.8 Bel 0.1 9.3 aT 1.9 4. i 21.4 2 15.3 

LOGO ape ee eee 49.9 0). i 2.9 1.0 16.8 5.5 3a 7.8 19.6 bff bie 15.2 
China (mainland) ay | 

1OAO eer toe 29.6 70.4 3.8 1.8 6.8 eS 1.1 14.6 36.9 23.6 9.9 

OS ieee ects 57.3! 42.78 4.1 8.0 16.2 6.6 25 19.9 19.1 20.4, 3.2 


Source: See table 3-1. 


share in total fuel output given in Planovoe Khoziaistvo, No. 10, 


In most cases data are computed on the basis of constant prices. 
The data cover total industrial output except in Hungary, where 
they exclude co-operative and private industry, and in mainland 
China, where they exclude handicrafts. In the classification of 
industries the following definitions of industries are used unless 
otherwise indicated. Fuels include extraction and processing; 
extraction of iron ore is included in ferrous metallurgy; chemicals 
include products of the rubber industry and extraction of chem- 
ical raw materials; foods include tobacco products; heavy in- 
dustry includes electric energy production and non-ferrous metal- 
lurgy; light industry includes wood-working, paper and cellulose, 
glass and china and cea For the Soviet Sato. the data for 
machinery and metal products and chemicals are taken from 
N.S. Khrushchev’s speeches at the Twenty-second Congress of 
the Communist Party of the Soviet Union, as reported in Pravda, 
18 and 19 October 1961 (Moscow). The gross value of output of 
the food industry is taken from T. K. Sivolap and A. S. Shatkhan, 
Pishchevaia Promyshlennost SSSR (Moscow, 1957), page 18. Data 
for coal, ferrous metallurgy, building materials, and textiles, foot- 
wear and clothing are estimated on the basis of data on amortiza- 
tion allowances and profits for these industries as givenin A. G. 
Zyerev, Voprosy Natsionalnovo Dokhoda i Finansov SSSR (Mos- 
cow, 1958), page 94, and on the basis of data on cost structure in 
the corresponding industries. Data on fuels are derived from 
estimates of value of output of the coal industry and data on its 


1961 (Moscow), page 13. In cases where data for 1950 or 1960 
were not available, estimates were made by applying indices of 
growth of gross value of output to the sae 1 data. 

* Data in the first and second columns refer to heavy industry 
and light industry, respectively. 

» Total mining. 

° As indicated in the source to this table, the estimated dis- 
tribution of gross value of output by industrial branches in the 
Soviet Union is based on a combination of various sets of data; 
it may therefore be subject to a considerable margin of error. In 
particular, the share of the machine building and metal products 
industries and to a less extent that of the chemical industry may 
be understated. It is possible that part of the output classified as 
“other” pertains in fact to the machine building and metal work- 
ing industries. The estimated share of output of this branch was 
derived from the following data given i. N. S. Khrushchev 
(Pravda, 19 October 1961) for 1960: gross value of output of 
industry in prices of 1 July 1955, 155 billion roubles; production 
of machine Lotus and metal working, 34 billion roubles. It is 
not certain whether this last figure covers the whole of the gross 
value of output of the machine building and metal working in- 
dustry. 

“ Including unspecified branches of heavy and light industry. 
* Value added in 1956 prices. ; 
£ 1958. 
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economy no economic growth is possible unless output 
of capital goods exceeds depreciation and output of 
raw materials and intermediate goods is greater than 
their consumption. 


This formula was however frequently reinterpreted as 
relating to industry alone and to an open economy and, 
even more important, the assertion about the relative 
levels of output and consumption of producer goods 
necessary for economic growth was interpreted in 
terms of relative rates of growth in the producer and 
consumer goods sectors. According to this version, the 
condition for economic growth was that gross value of 
output of producer goods should increase at a higher 
rate than that of consumer goods.'$ 

Although this interpretation has in recent years 
been frequently criticized in the centrally planned 
economies on theoretical grounds, there can be little 
doubt that the policy of increasing the output of pro- 
ducer goods at a higher rate than that of consumer 
goods imposed itself especially in the less developed 
countries in view of the need to raise the share of in- 
vestment in national income. It was also in many in- 
stances justified by the fact that reliance on exports of 
consumer goods as a means of securing necessary capi- 
tal goods was hardly an effective way of solving the 
problem of increasing capital formation during the 
period under review. 


As may be seen from table 3-18, the share of pro- 
ducer goods in total output at the beginning of the per- 
iod was higher in the Soviet Union than in Czecho- 
slovakia and Eastern Germany, the two most industri- 
ally developed countries of the group.'® The very high 
share of producer goods in the output of the Soviet 
Union in 1950 was the result of a long period of planned 
industrialization during which the share of producer 
zoods in total output increased by more than one and a 
half times. It also reflected the changes which occurred 
during the Second World War when the output of 
producer goods increased at an exceptionally high rate 
while consumer goods output declined. 


18 This statement implies that economic growth can take 
place only if the share of output of producer goods in total 
production increases, that is, if the share of investment in the 
national economy rises. While, however, an identity in the rates 
of increase in output of producer and consumer goods is in 
fact consistent with a constant rate of growth of total output, 
it should be noted that an acceleration of growth would ob- 
viously require a higher than average rate of growth of output 
of producer goods. The required difference between the relative 
rates of growth of these two sectors may be quite large in the 
process of transition from a stationary state to one of economic 
expansion. Q 

It should also be noted that even a constant rate of increase 
of total production could not be maintained without a higher 
than average rate of output of producer goods if input-output 
coefficients were increasing as a result, for instance, of a more 
capital-intensive form of technical progress or of diseconomies 
in the use of raw materials and intermediate goods. ; 

For a more detailed discussion of these problems, see World 
Economic Survey, 1959, page 102. : 

19 The high share of producer goods in Romania was largely 
due to the fact that petroleum extraction and refining ac- 
counted, even before the war, for a substantial part of total 


industrial output. 


Although the classification of output into producer 
and consumer goods is useful for some purposes, it is 
subject to the limitation that it cuts across the classifi- 
cation by industrial branches. In the following discus- 
sion, therefore, industries are analysed on the basis of 
two groups, heavy industry and light industry. In spite 
of the differences between the two classifications, the 
variation between the shares and rates of growth in 
output of heavy industry on one hand and the light in- 
dustries on the other shows the same tendency as in the 
case of producer and consumer goods described above. 
The generally greater decline in the share of light in- 
dustries than of consumer goods in total production re- 
flects in part at least the shift towards durable consumer 
goods in the process of economic growth.?° 


Although heavy industry expanded everywhere at a 
much higher rate than light industry, within heavy in- 
dustry the variation in the rates of expansion of various 
branches differed significantly from country to country. 
These differences were largely influenced by the struc- 
ture of industry in the initial period, by natural re- 
source endowment and by the degree of dependence on 
foreign trade. During the period under review, only the 
Soviet Union could formulate plans with respect to the 
expansion of various branches of heavy industry with 
little regard to foreign trade. Mainland China, despite 
its size and natural resource endowment, continued to 
have much less freedom of choice because, in the 
present stage of its development, the utilization of its 
natural resources is still largely dependent on imports 
of machinery and equipment. In the remaining coun- 
tries the growth of heavy industries was largely depend- 
ent on imports of raw materials at various stages of 
processing. 


The effect on industrial structures of inter-country 
differences in resource endowment cannot easily be 
ascertained on the basis of available statistics because 
the output of extracting industries is not presented 
separately in most countries. Thus, the data on output 
of fuels generally include both extraction and process- 
ing of coal, oil and natural gases; similarly, data on 
ferrous metallurgy include extraction of iron ore. As a 
result, the shares of these two industries in the total 
production of different countries were in varying de- 
gree influenced by resource endowment. This influence 
was undoubtedly greater in the fuel industry, where 
processing accounted for a much smaller proportion of 
gross value of output, than in ferrous metallurgy. As a 
consequence, inter-country variations in the share of 
the fuel industry were largely determined by differences 
in resource endowment rather than by the level of de- 
velopment reached by different countries. It is for this 
reason that the shares of fuel in total value of output 
at the beginning of the decade were much higher in 


20 Durable consumer goods are classified as produced by 
heavy industry. 


100 


Parr I. INbDUSTRIALIZATION AND ECONOMIC DEVELOPMENT 


Poland and Romania than in other countries of the 
group.”* 

In order to meet the growing requirements for fuel 
associated with the expansion of heavy industries, all 
countries made special efforts to enlarge domestic fuel 
supplies through increased utilization of low-quality re- 
sources such as lignite and brown coal. In spite of this, 
the increase in output of fuels generally did not keep 
pace with the increasing requirements of other branches 
of industry; the result was evident in fuel shortages and 
increased dependence on imports. A common feature of 
the experience of these countries was a reduction in the 
share of the fuel industry in total output between the 
beginning and the end of the period. Only in mainland 
China, the least developed country of the group, did 
the share of the fuel industry show a tendency to rise. 
Apart from other reasons, such as the low level of out- 
put of the fuel industry at the beginning of the period, 
this increase was associated with the extremely high 
rates of growth which took place in ferrous metallurg 
and other fuel consuming industries. 

The share of ferrous metallurgy in gross value of 
industrial production in most countries averaged about 
6 to 7 per cent during the decade. The changes over 
time in the more developed countries were relatively 
small and neither their magnitude nor their direction 
was directly related to the degree of development, or to 
the relative availability of domestic raw materials. But 
in the three least advanced countries, the pattern was 
considerably different. At the begining of the period 
the share of ferrous metallurgy amounted to no more 
than one-tenth of one per cent in Bulgaria, to 3 per cent 
in Yugoslavia and to about 2 per cent in mainland 
China. In the last two countries the share of these in- 
dustries rose during the course of the period to 6 and 8 
per cent, respectively, bringing it to the level of the 
most advanced countries. 


No systematic relationship was apparent between the 
shares of chemical industries and the degree of indus- 
trialization of most of the planned economies. As in the 
case of ferrous metallurgy the share of this industry in 
the three least developed countries was, at the begin- 
ning of the decade, substantially below that of the more 
advanced countries. It is significant, however, that in 
the process of economic expansion the share of chemi- 
cals increased in all countries but one, and the tendency 
was especially pronounced in the less developed coun- 
tries. As a result, by the end of the period the share of 
the chemical industry in total industry in Yugoslavia, 
Bulgaria and mainland China exceeded that of the 
Soviet Union and approached that of other more devel- 
oped countries. The only country where expansion of 
the chemical industry was less rapid than total produc- 
tion was Eastern Germany where this industry in 1960 
nevertheless represented as much as 15 per cent of total 
value of output, or more than two and a half times as 


A : : 
*1In Poland because of coal production and in Romania 
because of oil. 


much as in Czechoslovakia. The striking difference be- 
tween the proportion of the chemical industry in East- 
ern Germany and that in other countries is only slightly 
related to differences in levels of development; for the 
most part it reflects the economic structure which had 
evolved during the period when the country was inte- 
grated with the Federal Republic of Germany. 


An outstanding characteristic of the structure of in- 
dustrial production and its changes over time in the 
centrally planned economies was the role played by 
the machine building and metal working industry; in 
all countries this industry accounted for the major 
proportion of the output of heavy industry.** The share 
of the industry in total industrial output was generally 
related to the level of development achieved by various 
countries, although this relationship did not hold in 
all cases. Thus, for instance, in 1950 the share of this 
industry in total production was twice as high in Hun- 
gary as in Poland although both countries were at 
about the same level of industrialization. 


Between 1950 and 1960 the rate of expansion of 
machine building industries exceeded the average rates 
of growth of industry in all centrally planned econo- 
mies. This difference was much greater in the less than 
in the more developed countries and, as a result, the 
inter-country variations in the share of this industry 
were considerably reduced. Thus, in 1960 the share 
of machine building industries ranged from about 33 
per cent in the two most industrialized countries, 
Eastern Germany and Czechoslovakia, to about 22 to 
24 per cent in Poland, Hungary and Romania, and 
even in Bulgaria and mainland China the share of this 
industry had risen to about 16 to 17 per cent. 


Between 1950 and 1960 the share of light industry 
in total production declined in all countries. This 
tendency was accompanied by a significant shift from 
food to semi-durables in most countries. In Romania, 
Yugoslavia and mainland China, however, an opposite 
trend was apparent. This latter tendency at first glance 
seems to contradict the common view that a rise in in- 
come levels associated with the process of industrializa- 
tion leads to a shift in demand and output from food 
to semi-durables. However, the tendency is less difficult 
to understand when it is recognized that an important 
aspect of industrialization consists of increasing the 
proportion of food which has to be processed in the 
manufacturing industry before it reaches the con- 
sumer.** In countries at very low levels of development 
the effect of increased food processing on the structure 


“2 It should be noted that the value of output of this indus- 
trial branch also includes the value of output of repair shops. 

*8 Apart from such products as sugar, spirits and beer, the 
output of food processing industries was at the beginning of 
the period very insignificant in the least developed countries. 
Their importance increased with the process of industrializa- 
tion and this tendency was closely associated with the shifts of 
population from rural to urban areas and with the tendency 
of governments to increase the share of agricultural production 
distributed through the state-owned network of retail trade. 
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of industrial output may be greater than the influence 
of the more rapid increase in requirements for textiles, 
shoes and other semi-durable consumer goods. 


One of the noteworthy consequences of these diver. 
gent changes was a considerable narrowing of the dif- 
ferences in the relative shares of these two branches of 
light industry in each country irrespective of their 
levels of development. Nevertheless, the considerable 
inter-country differences in the shares of these indus- 
tries present in 1950 still remain evident at the close 
of the period. 


During the first part of the decade the rise in the 
share of investment in national income and the re- 
straints upon the growth of consumption were reflected 
in the severe limitations placed on the channelling of 
resources into the expansion of consumer goods in- 
dustries. Another factor influencing their rate of 
growth was the slow expansion of agricultural pro- 
duction and therefore of the supply of raw materials 
to the food industry and other light industries. From 
the point of view of government policy, the industrial 
branches most essential for economic growth were the 
machine building and metal working industries, fol- 
lowed by the industries supplying the raw materials 
and fuels required for their expansion. But recently 
the earlier policy of almost parallel expansion of out- 
put of identical products of heavy industry in all 
countries has come under active debate and the ques- 
tion has been raised as to whether the desired structure 
of supply could not be more efficiently achieved 
through a greater reliance on foreign trade. The re- 
appraisal of past policies has brought out the fact that, 
at the inception of the long-term plans of economic 
development, little attention had been paid to differ- 
ences in natural endowment and to the advantages 
which could be derived from greater specialization and 
international co-operation. The Governments of the 
countries that introduced central planning after the 
Second World War were naturally inclined to follow 
the example of the Soviet Union, which had had two 
decades of experience in planning. As a result of this 
reappraisal, however, it has been recognized that in 
following these policies the fact had been overlooked 
that the pattern of growth developed in the Soviet 
Union had been influenced not only by the country’s 
size and natural endowment, but also by its isolation 
from the rest of the world, a set of conditions which 
differed considerably from the situation of the other 
centrally planned economies after the Second World 
War. The policy of these countries was particularly ex- 
emplified by the tendency to develop certain basic 
producer goods industries even in the absence of con- 
ditions necessary for their growth. Thus, for example, 
the expansion of highly capital-intensive ferrous metal- 
lurgy in some countries which lack domestic supplies 
of coal as well as iron ore, was largely influenced by 
the autarkic tendencies prevailing at the beginning of 


the decade. 


It should be added, however, that several of the 
centrally planned economies felt obliged to develop 
certain lines of production because at the time they 
were not able to secure the necessary products from 
abroad. Since all the centrally planned economies un- 
dertook to raise investment and to expand the produc- 
tion of capital goods, the resulting shortages of iron 
and steel, combined with the greater opportunity for 
securing iron ore and fuel from abroad, induced these 
countries to develop ferrous metallurgy. In addition, it 
should be stressed that an important factor operating 
in the same direction in the early nineteen fifties was 
the Korean crisis, which resulted in a general revision 
of plans of economic development and led in all coun- 
tries to an increase in the output of materials necessary 
for armaments. The pattern of investment adopted in 
these circumstances had a considerable influence on the 
structure of output in the following years. In recent 
years, however, in connexion with the reappraisal of 
earlier policies it has been frequently stated that, for 
example, the expansion of ferrous metallurgy in coun- 
tries lacking fuel as well as iron ore was not justified. 
It has also been stated that the tendency to develop 
parallel lines of production within a given industrial 
branch in different countries reduced efficiency, and 
that efficiency could be improved through specializa- 
tion and the ensuing economies of scale. But the need 
to develop machine building and metal working as well 
as other manufacturing industries has never been ques- 
tioned. It was strongly emphasized that an internation- 
al division of labour involving a concentration on the 
expansion of output of primary products or of the con- 
sumer goods industry in some countries would slow 
down the process of industrialization in the countries 
concerned. 


The expansion of machine building and metal work- 
ing industries in all countries regardless of their levels 
of development was motivated by several factors. The 
rapid rates of industrialization resulted, in all coun- 
tries, in greater increases in demand for products of 
these industries than for others. Moreover, the capital- 
output ratio as well as the capital-labour ratio in ma- 
chine building and metal working was considerably 
smaller than in many other branches. And, although 
wages in machine building and metal working indus- 
tries were generally higher than in many other sectors, 
the existing terms of trade made it more advantageous 
to reduce imports or to increase exports of products of 
these industries than to exchange goods produced in 
other branches for imported machinery and equipment. 
The obstacles encountered by the less advanced coun- 
tries in the initial period of development of machine 
building and metal working industries were less dif_i- 
cult to overcome than had generally been expected, and 
an important factor in the success of this effort was 
the technical assistance provided by the more advanced 
centrally planned economies. 


The process of industrial expansion in all countries 
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was associated with increasing diversification within 
each branch of industry and with the creation of en- 
tirely new lines of production. This tendency was 
especially pronounced in the less developed countries. 
Thus, for instance, within machine building and metal 
working industries, several countries during the period 
began production of motor-cars, tractors, electric gen- 
erators and electronic and other equipment not previ- 
ously produced. 


Similar important changes took place within the 
chemical and fuel industries. In all countries, with the 
exception of Eastern Germany, the chemical industry 
at the beginning of the decade produced a limited 
number of basic products such as acids, alkalis and 
mineral fertilizers. By the end of the period steps had 
been taken in all countries to expand the range of 
products, in particular organic chemicals, plastics and 
artificial fibres. This increase in the variety of prod- 
ucts took place in all countries regardless of their levels 
of development, and it was largely motivated by the 


advantages derived from the replacement of non-fer- 
rous metals by plastics and of natural by artificial 


fibres. 

In the case of fuels, significant changes within the 
industrial structure also took place in all countries, 
either through greater expansion in producing coun- 
tries of oil and natural gas relative to coal or through 
the expansion in other countries of oil refineries.~* 


The shifts in the allocation of labour were much less 


24 The above analysis of changes in the structure of industry 
is necessarily based on data on gross value of output because, 
as pointed out earlier, statistics on value added by industrial 
branches are available only for scattered years. In the case of 
Czechoslovakia, Hungary and Poland, it is possible to compare 
the structure of industrial production based on data on both 
gross and net value. Although the differences between the two 
sets of data are substantial, they are not so great as to invalidate 
the general conclusions based on gross value statistics. It is 
of interest to note that data on allocation of labour by industrial 
branches show a pattern similar to that of the structure of out- 
put expressed in terms of net value. They provide, therefore, 
some information on the structure of industry that is not af- 
fected by the duplications involved in gross value data. 


Table 3-14. Distribution of Industrial Employment, by Branch, 1950 and 1960 


(Percentage) 


Heavy industry 


Light industry 


Machine 


Country and year Ferrous building Chemicals Building 7 Textiles, 
Total Fuels metal- and building (including materials Other Total footwear Food Other 
lurgy products rubber) and clothing 
Czechoslovakia 
OS OP eegaet met ce 50 9.2 6. | 24.8 35) 1.5 2 19.5 2, 9) lf 14.0 
HAG (sO MR" eereinn en eae ee 29.4, 8.8 ( 2.4 al 1.6 2.3 40.6 19.7 Gus 12.6 
Eastern Germany 
IRS NOK ar ee eee 60.7 a 30) Bt 8.9 Bite 4.4 39.3 20.5 7.5 3 
TOGO Rs ua heat 62.7 5 3.7 364 o7 3.4 27 373 18.6 76 1 
USSR 
950 See ces et Bye 28.7 1 6.1 Done 13.9 ARS 
A ZO. / 40.1 0. ] Re 
IO) Bes Wea a Oe a 6.3 4.8 30.4 i fal 19.8 18.1 9.4 
Hungary 
LODO rea en eee 65.0 13.4 8.2 28.5 3 8.1 BS 35.0 j 
! é O.8 ZO ton Bac oe 19.8 9.0 Gwe 
960 Pee ee Nees (S)5),) 14.8 ee Dow l 6.8 32 34.5 188 9.0 6 i 
Poland 
O50 te eee ae 50.8 12.8 5.0 17.8 ).6 5.3 3 ) 
0. 2 7. : oe | 19.2 26. 
ro60e 8 ees 558 181 3 ONG an So uieae = 11.1 a 
Yugoslavia 
105 0 Nee ae 12.8 Ae 18.7 7 5 5 
are : ie a i el : 15 
STA Geen woh 88 44 234 8 18 167 07 
Romania 
LOS 0 eRe ees 50.9 eo oer 20.5 57 < 
LOGO tet Ce ta Re 56.9 6.4 4.0 39’ 0 6 l ; oe 7 a 
s oO. ‘ 6.8 8.8 17 oo 
Bulgaria 


Source: See table 3-1. 


Note: For Czechoslovakia, the Soviet Union and Romania 


Sell 64.8 20.9 18.5 2. 
5.8 60.8 20 18.0 2 


Wage earners in total industry; for Eastern Germany, Poland and 
Yugoslavia, wage and salary earners in total industry; for Bul- 
garia and Hungary wage earners in state industry only. 
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Table 3-15. Out : 
utput per Man: Annual Rates of Growth and Percentage Contribution to Increase 
in Industrial Output, 1950 to 1960* 
(Percentage) 
c pane 
unter and teem Total hee ae a ee Chemicals, Building Textiles, 
: ae ee eae anus en 
zechoslovakia 
‘ MPR PE Tey a the as 7.8 _5.6 7.5 10.2 10.5 11.0 6.6 6.1 
2. CAPR chet S eee eae 82 fis) Fs 79 8l 89 93 101 
Eastern Germany 
ae eee 9.1 4.3 8.9 ey 7.6 
X a 9.1 A. S ; 7.6 9.5 TS 9.3 
(C8 oS aera ea 88 82 80 88 80 9] 88 88 
USSR 
. ee AP yn 1.4 Sela 6.5 J) 8.9 10.5 Syl 6.5 
Se ot 70 62 74, 84 76 78 71 83 
Hungary 
oe a ee 4.0 0.2 5.4 5.9 3.0 a 2.7 18 
(3. 92 ee eee 56 ll 68 68 Ue Tl 44. 36 
Poland 
LAR, <8 2 eee ee 8.7 PS) 8.1 NORTE 12.8 8.5 9.7 3.4 
he Se 2g aa ae 80 19 85 84. 86 7 93 50 
Romania 
Ten ere ek ns ok Oo oe aye 8.2 = 8 7.4 13.0 9.8 9.2 Dee 558) 
(oo eS ee ee ee ee ral Tet 83 69 79 67 72 
Bulgaria 
Jol tie ee ee 6.6 5.9 11.4 13.8 eS 8.4 Sys) Pod 
WRIA SES ees ES os 63 63 82 76 74 62 Al 


Source: See table 3-1. 
® R refers to average annual rates of increase of output per 
man; C refers to percentage contribution of output per man to the 


pronounced than were the changes in the structure of 
industrial production (see table 3-14). These differ- 
ences in trends were due to the fact that the allocation 
of labour by industrial branches was influenced by the 
degree of priority attached by the planning authorities 
not only to the expansion of specific industries but also 
to the planned increases in productivity of labour in 
various industries. Frequently, planned increases in 
output per man were not realized in practice and the 
targets set for industrial production could not be 
achieved without a greater than anticipated increase 
in employment. 

The relationship between the expansion of capital 
assets and employment in various industries was far 
from uniform. Apart from expanding output through 
construction of new plants which, in the beginning of 
the period, absorbed a relatively small proportion of 
the increment in employment” in several countries, a 
considerable fraction of the new workers was directed 
to existing plants, the output of which could be in- 
creased in many instances by the introduction of second 


25 This was due in part to the fact that a large proportion 
of the new plants was put into operation in highly capital- 
intensive industries, such as electric power, chemicals and 
ferrous metallurgy. 


growth of industrial production; the latter is calculated from the 
formula 1—AE/AO, where AE represents the percentage increase 
in employment and AO the percentage increase in output. 


or third shifts with little additions to capital stock. 


The flows of labour from one industry to another 
were generally quite pronounced between the beginning 
and end of the period. Most of the countries in 1950 
already had a substantial industrial labour force. The 
rapidly expanding demand for labour in industries 
such as machine building and metal working was fre- 
quently met by the transfer of workers from light in- 
dustries who were in turn replaced by workers pre- 
viously engaged in handicrafts and agriculture. The 
change in the distribution of labour was in all countries 
characterized by a substantial rise in the share of the 
machine building and chemical industries and a reduc- 
tion of the proportion of labour employed in food 
industries. In other sectors, however, the changes over 
time were much less uniform. 


Output in all centrally planned economies increased 
at a higher rate than employment. As may be seen from 
table 3-15, in most countries the rise in productivity of 
labour ranged from about 7 to 9 per cent per annum, 
but in Hungary and Bulgaria it amounted to only 4 
and 6 per cent, respectively. The highest rates of in- 
crease in labour productivity were generally achieved 
in the machine building industries, the most rapidly 
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expanding branch in all centrally planned economies. 
Output per man in the building materials industry also 
increased at relatively high rates, and in Czechoslovakia 
and Hungary these rates were higher than those 
achieved in machine building. In several countries, in 
fact, the increase in output per man in the former 
industry exceeded the very considerable increases 
achieved in chemicals and ferrous metallurgy. The in- 
crease in productivity in fuels was by far the smallest 
of any sector in nearly all countries, despite consider- 
able efforts in several countries to raise labour produc- 
tivity in this sector. 


The role played by increases in output per man in 
the growth of industrial production can be seen from 
table 3-15 which shows the percentage contribution of 
increases in labour productivity to the growth of out- 
put. This contribution amounted to over 70 per cent in 
all countries except Bulgaria and Hungary; in the case 
of Bulgaria the major role played by increases in 
labour input is explained in part by the country’s 
ample reserves of manpower. 


The contribution of increased labour productivity to 
the rise in output was uniformly high in machine 
building and also in building materials; however, 
in other branches, and especially in semi-durable goods 
industries and the food industry, there were substan- 
tial inter-country variations. In the food industry the 
contribution of increases in productivity to the growth 
of output amounted, in the two most developed coun- 
tries, Eastern Germany and Czechoslovakia, to 80 and 
100 per cent, respectively, whereas in Poland, Hungary 
and Bulgaria it did not exceed 50 per cent. 


Changes in labour productivity were associated with 
increases in capital per employed person although the 
relationship between these two factors was not very 
close. As already stated, a more efficient utilization of 
existing capacities resulted, in many instances, in in- 


creases in output and productivity with little additions 
of capital, while in other cases capital requirements 
increased both in relation to output and to employ- 
ment. An increase in the amount of capital per worker 
was generally the result of progressive mechanization 
of industrial processes, and in some countries it was 
due, perhaps to an even greater extent, to shifts in the 
structure of industry towards such branches as fer- 
rous metallurgy, machine building and chemicals, 
which require more capital per worker than do light 
industries. The effect of such shifts was reinforced by 
the tendency to emphasize technical improvements and 
modernization in heavy rather than in light industries. 


These developments cannot be adequately illustrated 
by quantitative data because statistics of capital assets 
by industrial branches are available for only three 
countries. The changes in the distribution of fixed 
assets by industrial branches in these countries and 
the annual average rates of increase in capital per 
worker are indicated in table 3-16. 


The information given above may be supplemented 
by more complete data on inter-branch differences in 
incremental capital-labour ratios implied in the figures 
on the distribution of investment and of additions to 
employment, by branches of industry, which are shown 
in table 3-17.°° These data show that the lowest in- 
cremental capital-labour ratios were generally achieved 
in machine building and in light industries and the 
highest in fuels and ferrous metallurgy. In countries 
other than the Soviet Union these were followed, in 
descending order, by chemicals and building materials. 
In the Soviet Union, the incremental capital-labour 
ratio in chemicals was much lower in relation to the 


26 The relationship between incremental capital-labour ratios 
in various industries is obtained by dividing the percentage 
shares of investment by the percentage shares of the increment 
in employment. Relative incremental capital-output ratios are 
obtained by dividing the percentage shares of investment by 
the percentage shares of the increment in output. 


Table 3-16. Distribution of Fixed Assets and Average Rates of Growth of Capital per Worker, 1950 to 1960 


(Percentage) 


Sn ee 


7 _USSRe 7 Czechoslovakia Bulgaria» 
. Percentage dis- Average ae i; e ws ve dis -_ 1e Tae ag wae : 2 ee 
Industrial branch tribution af eer I pie a es oa eee = Average rates 
Sized Bods ane per fixed assets capital per fixed Gsiels pth rpc 
is — _worker — ~ — orke - PRESSE Fe : 
1950 1960 1950'to 1960 1950 1957 1950 to 1957 1952 1959 1959 1 105% 
Pi a 2 to L995 
Electric energy . ¢ ( 7 : 7 
Fuels BAe eke eme ty lew Lag 1s eS 7.1 195 21.0 5.0 
Le hs Payctve eta Sans, iGied st la 17.0 8.3 3.4, 13.8 35 5.1 99 9 ¢ 
Ferrous metallurgy ........ 8.7 9.6 9.4 10.3 12.] 0 0: aie 12.9 
Machine building.......... Qe 20.3 1.9 18.3 18.8 01 pees A a 
. s Pe Ove é 
Chemicdisecnes, 0: seer cee ite 4.9 er 63 10.5 ee aoe +: 
Building materials... . . . ut 1.1 5 6.4 4.9 = 7 ne a a 
, 3 ; ek 4 SS 4 oy oO. : 
Textiles, footwear, clothing. 4.7 4.5 2.1 ] : 0 ‘. oe ee 
Food § <: <.1 6.1 HOS) 0.4 14.] 9.3 3.8 
UO OO emirate tent lela icgvav: 0% och “il )] nO 16.6 12.5 93 9 2 > 
(tea paar a Ai set, lis) 17.5 7 69 i 7 ~ 13.9 —2.1 
, omy ae 16.6 20.3 


Source: See table 3-1; Planovane Hospodarstvi, No. 3 1959 ; 
No. 2, 1961, and Statisticky Obzor, No. 1, 1959 aos oe 


® 1950 end of the year; 1960—beginni 
A > year; 1960—beginning of the year. 
> State industry only. i js oe 
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national average than in any of the less developed 
countries. 


The data reproduced in table 3-17 also provide some 
information on inter-branch variations in incremental 
capital-output ratios which have been analysed in more 
detail for a somewhat different period in other United 
Nations studies.** It will suffice therefore, in the con- 
text of the present chapter, to review briefly these 
variations on the basis of the data on inter-branch dis- 
tribution of investment and of increments in the gross 
value of output which are presented in table 3-17. 


As might be expected, the incremental capital-output 
ratio was generally the smallest in light industries and, 
in all countries but one, somewhat higher in machine 
building. These ratios were in all cases below the na- 
tional averages. The highest incremental capital-output 
ratios were recorded in fuel industries, except in the 


27 World Economic Survey, 1959; Economic Survey of Eu- 
rope in 1961. 


case of Bulgaria, where the ratio in ferrous metallurgy 
exceeded that of fuels. 


The deviations from the national averages in other 
branches were less uniform. Differences appear to have 
been especially large between Bulgaria and other coun- 
tries in the case of ferrous metallurgy, and between 
the Soviet Union and the other planned economies in 
that of building materials. 


These differences are probably attributable to special 
factors. Thus, ferrous metallurgy, an almost entirely 
new industry in Bulgaria, required a much higher 
initial investment in relation to output than did other 
industries in that country. The very high investment- 
output ratio in the building materials sector in the 
Soviet Union seems to have been the result of a shift 
of resources within the sector to the production of ce- 
ment which is more capital-intensive than is the pro- 
duction of bricks. 


As stated in the preceding section, inter-country dif- 


Table 3-17. Distribution of Investment and of the Increments of Output and Employment, 
by Industrial Branch, 1950 to 1960 


(Percentage) 
Textiles, 
Country and item Electric Fuels Ferrous Machine Chemicals Building footwear Food Other 
energy metallurgy building materials and clothing 
zechoslovakia 
Gross value of output...... 2.8 5.0 (ar 40.1 6.6 4.9 9.3 I Li 
Industrial employment... .. 1.4 teh 10.3 55.8 5.9 5.0 SED) —0.2 8.6 
Eastern Germany 
Gross value of output...... 1.2 2.4% 6.9» 81.8 15.0 ae 13.4 14.8 Die 
Industrial employment... . . 2.6 4.38 6.8 50.0 13.9 4.3 102 7.8 
USSR ¢ ; 
Gross value of output......  ... 3.4 aye 22.9 4.8 Zee 20; E 35.8 2.0 
Industrial employment........ 7.4 4.6 33.9 5.8 38.1 SS 
Investment in industry........ 28.8 8.9 14.3 4.3 13.4 ce a eee 
Poland : 
Gross value of output...... 2.1 3.9 5.9 27.8 if Bil 16.8 23.8 9.7 
Industrial employment... .. +e 8.9 5.3 34.3 6.0 6.1 13.4 14.7 11.3 
Investment in industry........ 18.9 14.0 15.5 12.8 iD 5.4 8.0 Isis) 
Hungary 4 rs 
ross value of output...... 3.9 oie 7,7 22 10.3 3.4 14.9 cae Ee 
Industrial employment. .... 3.6 15.08 6.2” 30.3 6.1 4.7 LS RE a 
Investment in industry..... 16.6 18.2° 12.3 18.5 10.7 5.0 ae rer 
Romania bly i 
boos value of output...... 2.7 7.9 6.2 25.4 7.0 se Le a ee 
Industrial employment... . . ry 5.0 4.4 24.9 oe He ne oe er 
Investment in industry.... . 11.1 33.1 9.3 wea 9.4, 4. Bat . : 
Bulgaria 4 2 2 ae 
Bees Halts of output...... 3.6 3.0 ae athe i ae ae a oe 
Industrial employment... . . is 5.1 2.5 16.5 ee re ne ie ae 
Investment in industry.... . 23.4 13.9 7.8 8.4 . 2 . : 


Source: See table 3-1. 
2 Total mining. 
» Including non-ferrous metallurgy. 


© 1950 to 1958. See footnote c to table 3-13. 


4 State industry only. 
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Indices 


Table 3-18. 


of Per Capita Output for Industry and for Selected Industrial Products 


(Czechoslovakia = 100) 


ee 


Output of machine 


Industrial output building industry Steel = Cement 

ae 1950 1958 1960 1950 1960 1950 1960 1950 1960 

, ; ; 3 

Eastern Cermany.......4..: 73 99 97 93 89 a es a us 
WSS one een er 60 WH 73 Ul 65 ih ae oe 
Plungarveccruect noc. tcoce 40 45 45 39 29 45 a a 
Poland Wren fea 4 oa hn AT 58 55 2D, 34 40 és 5 ; . 

Rania eae oes ee 27 38 38 18 24, 14 20 38 

hhebah 19 30 a9 5 10 4 6 51 54. 


Bullgania creas, cg see eae ae E 0 
nn 


Source: Industrial output per capita for the years 1950 and 
1958 derived from the source quoted in table 3-4 and from popu- 
lation statistics; for 1960, derived from 1958 data by applying 
indices of growth of output and population. Output per capita 
in the machine building industry for 1960 as given in Kiss, 


ferences in industrial production per capita as well 
as in output per worker were related to variations in 
the degree of industrialization of individual countries. 
This is indicated by data on comparative levels of per 
capita production in industry, in machine building and 
in selected commodities, reproduced in table 3-18. 


It appears from these data that differences in per 
capita output of the machine building industry in coun- 
tries at different levels of development were much 
greater than those in total industrial production. Vari- 
ations in output of cement were less systematically re- 
lated to the levels of industrialization, but per capita 
steel production was substantially higher in the more 
developed countries, with the exception of Eastern 
Germany, than in the less advanced countries. Inter- 
country differences in per capita industrial production 
appear to have been reduced between 1950 and 1960, 
though in the case of machine building these changes 
were less uniform. 


The narrowing of the differences in per capita out- 
put was not always associated with similar changes in 
output per man, as reflected in the data on comparative 
levels of productivity of labour shown in the text table 
below. 


Differences in industrial labour productivity be- 
tween the three most advanced countries on the one 
hand and Poland and Romania on the other were re- 
duced between 1950 and 1960, but in Hungary and 


Szocialista Orszdgok Gazdasdégi Egyiittmiikédése, page 394; for 
1950, derived from 1960 data by applying indices of growth of 
output and population. Per capita output of steel and cement 
derived from national statistics. 


a 1949. 

Total industry Machine building 

1950 1960 1950 1960 

Czechoslovakia...... 100 100 100 100 
Eastern Germany.... 93 99 72 88 
LISSRis Sree fern es 97 94, 109 91 
Ping aii cviciewtd ea Oo 48 74 43 
Polandies ake otee ee 76 83 53 60 
Romania 0 eee eae 69 fis 62 68 
Dulgarid rs, aie ot 46 4] 25 52 


Source: Indices of output per man in industry for 1950 and 
1960 were derived from 1957 index as given in Planovane Hos- 
podarstvi, No. 11, 1959, and national indices of gross value of 
output and employment. The 1957 index published by Planovane 
Hospodarstvt was: Czechoslovakia, 100; Eastern Germany, 95; 
Soviet Union, 97; Hungary, 49; Poland, 80; Romania, 71; Bul- 
garia, 47. 

Indices of output per man in machine building for 1960 given 
by Kiss in the publication quoted in the source to table 3-4; for 
1950, extrapolated from 1960 data by national indices of output 
and employment. 

Bulgaria output per man in industry fell in relation to 
the levels attained by other countries. 


In the machine building industry, as in total indus- 
try, output per man in the more developed economies 
exceeded substantially the levels attained by the re- 
maining countries, although the relationship was less 
clear than for industry as a whole. The changes which 
took place between 1950 and 1960 resulted in a con- 
siderable narrowing of the spread between various 
countries, the only exception being Hungary where 
output per man in machine building declined very 
sharply in relation to that of other countries. 


Industrialization and foreign trade 


The process of economic growth was associated in 
all centrally planned economies with a considerable 
expansion of foreign trade. The total trade of these 
countries increased during the decade at an average 
annual rate of 12 per cent, about three times as fast 
as the trade of the under-developed countries and one- 
third faster than that of the developed economies in the 
rest of the world. 


Although the existence of certain autarkic policies 


at the beginning of the period, and the resulting ex- 
pansion of similar lines of production in many coun- 
tries, tended to slow down the growth of foreign trade, 
the effect of this factor was largely offset by the impact 
of rapid industrialization on import requirements and 
the corresponding rise in exports. 

The rates of expansion of foreign trade were not 
clearly related to the levels of industrialization reached 
by the various countries, although the least developed 
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countries generally achieved higher rates of growth 
than the more advanced countries, with the exception 
of Eastern Germany (see table 3-19). The very high 
rates of increase achieved by the latter country largely 
reflected special circumstances which had resulted in 
a very low level of trade at the beginning of the 
period’s and in exceptionally rapid increases during 
the early years of the decade. 


Rates of expansion of trade do not appear to have 
been very closely related to growth rates of national 
income. As table 3-20 shows, income elasticities of 
trade were generally large but they varied substan- 
tially from country to country, and there is no indica- 
tion of a systematic relationship between these elastici- 
ties and levels of industrialization. It seems, however, 
that there was some degree of correspondence between 
rates of increase of imports and of industrial produc- 
tion. Inter-country differences between the relative 
rates of expansion of trade and industry were none 
the less also quite significant, owing chiefly to differ- 


28 Post-war reconstruction had not been completed by 1950; 
moreover, exports associated with reparations payments were 
not included in foreign trade statistics. 


Table 3-19. 


ences in the structure of industry and in the depend- 
ence of various sectors on imported raw materials. 


In about half of the countries listed in table 3-20 
income elasticities for imports and exports increased 
from the first to the second half of the period under 
review, while growth rates of total output declined. 
This suggests that the expansion of trade was enhanced 
by the increased diversification of output in individual 
countries, and by the growing international division 
of labour. 

Some indication of the degree of dependence upon 
foreign trade is provided by the data on per capita 
foreign trade”? shown in table 3-21. There appears to 
have been some relationship between per capita im- 
ports and exports and levels of industrialization. Per 
capita trade has tended to be higher in industrially 
more advanced countries than in the less advanced 
countries, although the Soviet Union and Bulgaria 
were two major exceptions to this pattern. In the So- 
viet Union, the relatively low level of per capita trade 
was mainly due to the exceptionally large size of the 
country and to the extent of its natural resource en- 
dowment. An additional factor was the high degree of 


29 Imports and exports per head of total population. 


Trade of the Centrally Planned Economies, 1950 to 1960 


Value of trade 


Annual rates of growth 


1950 1960 Imports Exports 

Country = = 1950 to 1950 to 

Imports Exports Imports Exports 1960 1960 

(millions of roubles)* (percentage) 

Czechoslovakia......... Sta 701 1,634. Toth EO) 9.5 
Eastern Germany......... 423 365 1,953 1,972 16.6 18.4 
LSSRee es. : aS ee 1,310 1,615 9,067 5,006 14.5 12.0 
Gag See 284 296 879 787 120 10.3 
Dnlandeeeee meee oo 601 Syl 1,345 1,193 8.4 ols 
NCS RTNIR Gow ches, 3 ow 208 139 744, 510 ID 13.9 
Uist 2 eahige eone eee eae 219 191 583 645 10.3 13.0 
co | eee Lear i 570 514 16.1 16.6 
China (mainland)........ 4.96 A75 1,165» 1,280» 13.0¢ Ne 


i 


Source: See table 3-1. 

* Foreign trade data reproduced in this table as 
well as in the following tables in this chapter have 
been converted into “new roubles’ which were 
introduced as of 1 January 1961 at the rate of one 


new rouble to 4.44 old roubles. The new rate of 
exchange is one dollar equals 0.9 rouble. 


POO Be 
¢ Average for 1950-1957. 


Table 3-20. Export and Import Elasticities, 1950-1960 


irs nn nnn Lett 


Annual rates of growth 
of national income 


Country (percentage) Hlastrcity TONS Elasticity of exports 
1950 to 1955 1955 to 1960 1950 to 1955-1955 to 1960 1950 to 1955 ~—-1955 to 1960 

Czechoslovakia.......- 8.2 7) 1.28 1.66 1.05 1.49 
Eastern Germany...... L072 6.8 1.97 1.93 2.53 1.69 
USSR Net 8 he 11.4 9.3 1.40 1.40 1.21 ae 
Biel ael shel 6.3 6.6 1.90 1.82 2.05 1.20 
Coc iiien &. tele 126 6.3 0.81 1.57 0.91 121 
Nee citagia Ws Syst |) 852 9.1 2.65 1.46 2.06 1.89 
Wott a ec 13.9 6.9 0.99 1.01 1.06 1.62 
Gee ek in 9:98 9.7 1.30 2.09 1.47 1.98 
China (mainland)...... 1.1 17.9 1.79 — 1.47 — 


Source: See table 3-1. 
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Table 3-21. Imports and Exports per Capita, 1950 and 1960 


(Roubles) 
8 eee 


Index of 
1950 1960 trade* per 
Country capita, 1960 
‘ Imports Exports Imports Exports (1950 = 100) 
ATINOMOWANSE: 6g ccc neo a save ce 46.4 56.6 119.7 272, 240 
raiese Cee Bea en re Wate 23.0 19.8 Males es 114.4 ay 
WSSRe se ancne RS wt) Ah Be Of ee 8.9 23.6 23 291 
Eicinetray so ee ot oe eee 30.4 Bilan 87.9 78.7 268 
Poland 2 x cactece ose 24,2 23.0 45.3 40.2 181 
Wane layialtveetrerv ert ae rae eae ZT 8.5 39.9 27.4 317 
Romania ior ae eae ae er eee May Ley aallai 35.0 266 
Bulearinae ce ae Wyner eyes 17.5 15.4 (ORS: 65.5) 419 
Glavine, (Conewmaillmel)) oo oa ooh oe oe 0.9 0.9 1.8» 2.0b 9]]> 
Source: See table 3-1. B O57. 


« Imports plus exports. 


self-sufficiency with respect to the supply of industrial 
goods owing to the existence of a highly diversified 


industry. 


The changes in the inter-country differences in per 
capita trade which occurred between 1950 and 1960 
cannot, in all cases, be considered as characteristic for 
the process of industrialization in the centrally planned 
economies. As already mentioned, they reflected in 
some instances temporary conditions of trade prevail- 
ing in the beginning of the period. 


An alternative and more meaningful measure of de- 
pendence on foreign trade is provided by the ratios of 
imports and exports to national income. But the al- 
most complete dissociation of domestic and foreign 
trade prices in most of the centrally planned economies 
and the resulting difficulties in finding appropriate 
conversion coefficients, does not permit anything more 
than a very rough evaluation of these ratios. In conse- 
quence, the data presented in table 3-22 for the year 
1960 should be taken only as an approximate indica- 
tion of the inter-country differences in the ratios of 
trade to income, and not as exact measurements for 
each country. 


A comparison of the ratios of trade to national in- 
come in the various countries, unlike that of their per 
capita trade, does not suggest a systematic relationship 
between the degree of dependence on trade and levels 
of industrialization. Country size, wealth of natural 
resources and composition of industrial output appear 
to have been important factors in determining the de- 
gree of dependence on imports and exports, while the 
share of industry in national income was a significant 
determinant only in a few cases. . 


The most significant change in the commodity com- 
position of trade associated with industrialization was 
the considerable increase of trade in machinery and 
equipment (see table 3-23). The share of these items 
in imports increased during the decade in all but one 


country. While this share was generally greater in the 
less developed than in the more developed countries, it 
increased more in the latter than in the former. More 
significant than these changes in imports was the spec- 
tacular increase in the share of machinery in exports, 
and the fact that this increase was much more pro- 
nounced in the less advanced countries, some of which 
had hardly any exports of this commodity group at 


Table 3-22. Ratios of Exports and Imports to 
National Income in 1960" 


(Percentage) 
—_—_—_ee—ee—vwoxX—ke_seeee OO Re ee ee 


Country Imports Exports 
Czechoslovakia . . . 14 15 
Eastern Germany ..25. - 040. + 12 12 
WSS Regaecyc were aka tes kerr ae 4, 4 
Hungary 6 2. coc a2 eet Lf IS 
Poland... -s9. 5... Pee, | 10 9 
Yugoslavia... .. an 14 10 
Romania.. .. ee 8 9 
Bulgaviasan. 5: . ip nonee 17 15 
China (mainland) ».......... 2 = 


Source: Division of General Economic Research and Policies of 
the United Nations Secretariat. 

* The lack of adequate information on the relationship be- 
tween foreign trade and domestic prices made it necessary to 
convert the foreign trade data by the use of the exchange rates 
for non-commercial transactions, that is, by so-called tourist 
rates which presumably correspond roughly to the purchasing 
power of foreign currencies for consumer goods. Therefore, the 
ratios shown in the table represent a kind of consumer equiva- 
lent of foreign trade in relation to national income. As the cross 
rates of national currencies in relation to the rouble and the dol- 
lar differed substantially, it was found expedient to convert data 
of each country into dollars at the prevailing tourist rate and 
then to convert it into roubles at the official rate of exchange. 
The trade data of the Soviet Union were used without any con- 
version because, according to official statements, the recent 
changes in domestic prices and in foreign exchange rates elimi- 
nated the differences between domestic and foreign purchasing 
power of the new rouble. 


b 1957. 
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the beginning of the period. Thus, for instance, the relatively small, ranging from 3 to 8 per cent of total 
share of machinery in the exports of Romania and imports, 

Bulgaria ne from less than one per cent in the be- The rise in the share of machinery in imports be- 
penning of the period to 17 and 13 per cent, respec- tween 1950 and 1960 was accompanied in most coun- 
tively, in 1960. 


tries by a reduction in the share of raw materials and 
fuels. In more developed countries the share of food 
in imports also fell, but in the less advanced countries 
it increased. The changes in the proportion of non- 
edible consumer goods were much less uniform. Since 
neither the direction nor the magnitude of changes in 
the proportions of raw materials, food and non-edible 


The increasing share of machinery in imports re- 
flected the growing demand for capital equipment as- 
sociated with the process of economic growth, while its 
rise in exports, especially in the less advanced countries 
reflected structural changes in output brought about 
by industrialization. 


Raw materials and fuels generally accounted for the consumer goods in total trade was apparently related 
largest proportion of imports. Next in importance were to inter-country differences in levels or rates of indus- 
machinery and equipment, except in the case of the trial development, it seems that the only variation in 
two most developed countries, Czechoslovakia and the composition of imports which clearly reflects the 
Eastern Germany, where the import share of food ex- degree of industrialization was the rise in the share of 
ceeded that of machinery. Except in the Soviet Union. machinery and equipment. 


the share of imports of non-edible consumer goods was A similar conclusion applies even more strongly to 


Table 3-23. Commodity Composition of Imports and Exports, 1950 and 1960 


(Percentage) 
Imports Exports > 
Country and year ass widateisects Non-edible Raw materials Non-edible 
Machinery and fuels Food consumer goods Machinery and fuels Food consumer goods 
zechoslov akia 
HOSE ery So SL lise) it 61 25 3 26 36 Ais} 25 
iK2 1 a ee 22 oD 22. 3 45 29 5 21 
Eastern Germany * 7 9 
102 51 Ree ee ae 5 ay 34 4, 28 53 i 2 
coos) on i 12 59 24, D 48 33 4, 15 
USSR 
No50o.-. <= eee 22 53 18 i WW 39 Dit 5 
RIGO MSS ore: cM: 30 4] 12 LZ Pall 55 13 3 
matory re 21 72 4 3 23 18 39 20 
1960 .. . 27 60 8 5 38 23 21 18 
d A 
cones - 2 52 del 5 12 53 24 11 
2 pecan 27 52 16 5 28 4A 18 10 
Yugoslavia a i Ba ; , 75 19 i 
“> eal 37 45 10 8 15 45 29 vi 
Romania ; 
cr lod 9 ——s 
rel She alee an a 25 63 5 1 1 50 Ao 
1058 ae ie: 26 60 9 5 12 68 15 5 
Bulgaria 2 5 i 51 AS 4 
36 56 a 5) 0 : 
ca ene 43 45 5 7 13 30 39 18 


oe ee 
ie 


S Source to table 3-1, supplemented by the following: book quoted above; Yugoslavia, estimate derived from United 
ource: Sou Sele p : 


; Easte ations, Year - of International Trade Statistics. 
Bulgaria, Vneshnyaya Torgovlya, No. 12, 1961 (Moscow); Eastern Nations, Yearbook of In a 
Germany, Der Aussenhandel und der Innerdeutsche Handel, No. “ Data on trade in machinery include consumer durables 
4/5, 1962 (Berlin) ; Romania, for 1948, Mezhdunarodnaya Sots- produced by the machine building industry. 


: : ae : . 
Povece De ae waco ee an b Sum of exports shares do not add to total; the diffe rence 
. V. Dudinsky, Miro istema Sotsyalisma scow, 


data for the Soviet Union in 1950 were derived from Dudinsky’s represents items not classified. 
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Table 3-24. Trade Balances by Commodity Group,* 1950 and 1960 
(Millions of roubles) 


a 


Non-edible 


Raw materials 


Country and year Total Machinery and fuels Food consumer goods 
‘=echoslovakia ie ip ae ae 16a 

Tae ehh iraan 9 «850267 300 

Eastern Germany 2 a0 
DS pe, Me Pee = 58} 19 —48 =I) 

TUR UR COs 19 4-491 394 190 

Hungary : 7 
RR a! Aa ter Ay Nes ne, 8 15) 106 

ee conte tee 92 ney 30 98 
aces Vin Gir et EN eae cee =i) S276) —4 71 29 

in ean ener ee Eran ie =152 230 76 ] 4 
Romania» - e 

Hn i net res 35 34 ze 

OG Oa nee ee reer 62 = 1/53 
ce Re a tare ~15 ~46 ae 47 =2 

TOGO a eee ee ae —56 —178 —103 iapes 5, 
Total above countries 

(xtuting Romania) ae we 

OG 0) Berar eee mene Rea cr ay Strce re —178 999 — 1,466 —398 687 
USSRe 

ROU Oh ey a Seer he eee, BO ee 305 —9] —68 104. —18 

LOG OCR creer eee Sree erotic ane ae —61 —484. 681 43 —732 


Source: See table 3-23. For Romania, 1960, 
United Nations, Economic Bulletin for Europe, 
vol. 13, No. 2, 1961 (Geneva). 

“ Minus sign stands for net imports. 

> Balance in trade of machinery in 1960 derived 
from data on total trade and from information on 


exports, where, as already stated, increases in the share 
of machinery were greater in the less developed than 
in the more advanced countries. The share of raw ma- 
terials in exports fell in the two most advanced coun- 
tries as well as in much less developed countries, such 
as Bulgaria and Poland. It did increase appreciably in 
the Soviet Union and Romania, and to a much less ex- 
tent in Hungary. The share of food in exports fell sub- 
stantially in all countries other than Yugoslavia. 


These changes in commodity trade significantly af- 
fected the pattern of trade balances for the various 
classes of commodities (see table 3-24). The resulting 
shifts in trade balances clearly reflected the expected 
consequences of industrialization. Net imports of raw 
materials increased substantially in all countries ex- 
cept the Soviet Union, in consequence of much greater 
increases in imports than in exports. The rise in de- 
mand for imports was largely met by supplies from 
the Soviet Union, which was able to convert a small 
import balance in 1950 into a large export balance in 
1960, despite rapidly rising domestic demand during 
the intervening period. 


The changes in the balance of machinery and equip- 
ment were no less significant. Between 1950 and 1960, 


the share of machinery in exports and in imports 
given in the source indicated above. 


© Balances by groups of commodities do not ad € 
to totals, the difference representing items not 
classified. 


most of the centrally planned economies either in- 
creased substantially their net exports, or reduced their 
net imports of machinery and equipment. Net imports 
of machinery and equipment increased only in Bul- 
garia, the least developed among the countries listed 
in the table, and in the Soviet Union, the third most 
industrialized country of the group, which became the 
largest net importer of machinery and equipment in 
the course of the decade. 

Changes in net trade in food were also very indica- 
tive of the process of industrialization in the centrally 
planned economies. In all countries except Bulgaria, 
net imports of food increased or net exports declined 
during the decade. In the case of Bulgaria, where the 
rate of industrial growth was equal to or higher than 
that of the other countries included in table 3-24, 
agriculture accounts for a relatively large share of the 
national product. In the absence of adequate exportable 
supplies of other commodities, net exports of food 
were increased in order to finance the necessary im- 
ports of machinery and equipment and industrial ma- 
terials. In this country as, in fact, in all other centrally 
planned economies except the Soviet Union, net ex- 


ports of non-edible consumer goods also increased 
between 1950 and 1960, 


CHAPTER 3. INDUSTRIAL DEVELOPMENT IN THE CENTRALLY PLANNED ECONOMIES 11 


The preceding review of changes in the commodity 
trade of the centrally planned economies shows that, in 
general, these countries were able to adjust the struc- 
ture of their foreign trade to the domestic requirements 
arising from their industrialization plans. 


The expansion of industrial capacity enabled most 
countries to reduce net imports or to increase net ex- 
ports of manufactured goods and to achieve consid- 
erable increases in imports of the raw materials re- 
quired by their expanding industries. Increases in net 
imports of food or reductions in net exports which 
occurred during the period under review were also as- 
sociated with industrialization, but in this case causal 
relationships were of a more complex character. 
Changes in net balances of trade in food were obvi- 
ously influenced by increasing domestic demand asso- 
ciated with rising income levels. But they also reflected 
the relatively slow increases in agricultural produc- 
tion and in the supply of food, which was in a sense a 
side effect of the specific pattern of industrialization 
adopted by the centrally planned economies. As al- 
ready stated, the rates of growth of agricultural pro- 
duction were strongly influenced by the relative 
searcity of capital goods and fertilizers available to 
this sector, as well as by restrictions on the growth of 
incomes paid to agricultural producers, restrictions 
which were motivated by the felt need to maximize 
the mobilization of available resources for industrial- 
ization. 


The expansion of foreign trade which played so im- 
portant a role in the process of industrialization of the 
centrally planned economies was largely determined by 
the growing domestic demand for imports of machin- 
ery and equipment and raw materials. In fact, export 
promotion was initially induced not by the need to 
ensure foreign outlets for the growing domestic pro- 
duction but rather by the need to increase export rev- 
enue in order to finance imports required for indus- 
trialization. 


The crucial role played by imports of machinery and 
equipment in the process of industrialization, reflected 
in part in the high share of these goods in total im- 
ports, cannot be directly assessed for lack of com- 
parable data on output and trade. But the limited evi- 
dence shows that especially in the less developed 
countries, the impact of imports of capital goods was, 
as might be expected, very significant. Thus, for in- 
stance, in Bulgaria, machinery imported from the So- 
viet Union alone accounted, according to official 
sources, for 36 per cent of all investment in machinery 
and equipment between 1949 and 1957, and, together 
with imports from other centrally planned economies, 
it most likely exceeded 50 per cent of the total. In 
Hungary in 1959, and in Poland in 1957, imports 


30 Before deduction of exports, as indicated in input-output 
statistics. In Yugoslavia, the share of imports in total supply 
was estimated as amounting to 29 per cent in 1955. 


amounted to about 29 and 21 per cent of the total 
supply of machinery and equipment.*” 


The contribution of imports of machinery and equip- 
ment to the process of industrialization was enhanced, 
especially in the less developed countries, by the fact 
that these countries were able to secure, mainly from 
the Soviet Union, complete plants for basic industries. 
The complexity of modern installations in sectors such 
as machine building, ferrous metallurgy and the chem- 
ical industry, and in power generation made it prac- 
tically impossible for the less industrialized countries 
to create or expand these industries from domestic re- 
sources only. 


In the beginning of the period most of the imported 
machinery and equipment was supplied by the Soviet 
Union, but imports from Czechoslovakia and Eastern 
Germany played an increasingly important role during 
the decade. 


Another equally significant impact of foreign trade 
on industrialization was the considerable increase in 
imports of raw materials. The expansion of industrial 
production at average annual rates, ranging from 10 
to 15 per cent in various countries, resulted in a rising 
demand for raw materials which most countries were 
unable to meet from domestic production. Apart from 
the Soviet Union and mainland China, the countries 
were highly dependent on imports of essential raw ma- 
terials.*! The exploitation of relatively small deposits 
of low-quality raw materials would require consider- 
able capital outlays per unit of output. The possibility 
of securing imports of raw materials enabled these 
countries to limit outlays on the expansion of low- 
efficiency projects which would, in any case, have been 
inadequate to sustain the high rates of economic 
growth actually achieved during this period. The re- 
sulting savings became available for use in more pro- 
ductive sectors. 


Some indication of the role played by imports in the 
apparent consumption of raw materials in several cen- 
trally planned economies is furnished by the data 
reproduced in table 3-25. It appears from these data 
that, for instance, imports of iron ore amounted to 
between 70 and 90 per cent of apparent consumption 
in the countries listed in the table and that the share 
of imports of petroleum was even higher, except in the 
case of Hungary. The bulk of imports of raw materials 
was supplied by the Soviet Union which, together with 
other centrally planned economies, accounted for a 
predominant part of the raw materials imports of this 


group of countries. 


Large increases in imports of raw materials, as well 
as of capital eoods, presented most countries with 
serious payments problems. A distinctive feature of 
the development of trade in most centrally planned 


31 Only Poland and Romania, for example, possess large de- 


posits of coal and oil, respectively. 
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Table 3-25. Imports of Selected Raw Materials: Annual Rates of Growth, 1950 to 
1960, and Shares of Net Imports in Apparent Consumption in 1960 


(Percentage) 


0 eS ee 


Annual rate of growth 


of imports 


Country and commodity 
; 1950 to 1960 


Share of other 
centrally planned 
economies in 


imports in 1960 


Share of USSR in 


Share of net imports \ 
f imports in 1960 


in apparent con- 
sumption in 1960 


Czechoslovakia 
Petroleum and products... .. . Dll} 
[rom Orewa eee re eee 12.6 
AV GIy iee haben, ier emer hentia Hie ae 6.0> 
Kastern Germany 
(Goal eee en eee ties 8.8 
(Gales AMS ee axl one 4,] 
Pen OEHGNI® 5 Goon aww ca ae ne 28.7 
[roOLe een eee 14,34 
I ea tee wae et Sn ete sian ret 19.7 
Hungary 7 
(Goal ane 15.6 
COKER. Ce Oe ne: 5.6 
Petroleum and products 27.3» 
IhWeNN.ONE suinac op Aose ono 6 och. WO) 
Poland 
Petroleum and products... ... eeZ 
Tir onkoreee amie sere as 14.4 
Wi Ga hae er garetts cue een 21.8 
Bulgaria 
COG eed Cee tt tee eee 44..3¢ 
Petroleum and products... .. . 20.9e 


95 1002 es 
80 7 3 
40 i 2 
75 63 35¢ 
AA 40 52¢ 
100 92 
73 85 

51 98 

3 14 85 
66 55 45 
46 96 2 
88 89 4 
92 82 18 
85 75 3 
42 4A. 3 
95 35 65 
81 84 9 


Source: As in table 3-1. 


® Petroleum only. 


b Average 1954 to 1960. 


economies was the growing importance of exports of 
machinery and equipment as a source of foreign ex- 
change receipts. A large part of such exports was di- 
rected towards the Soviet Union; in 1960 machinery 
and equipment accounted for about 60 per cent of 
Soviet imports from Eastern Germany and Hungary, 
45 and 30 per cent respectively of those from Czecho- 
slovakia and Poland, and 16 per cent of imports from 
Bulgaria. 

The impact of these developments in trade on the 
over-all balances is revealed by the data shown in 


Table 3-26. Exports of Machinery: Share of Ma- 
chinery in the Increment of Total Exports, 1950 
to 1960 : 


Increment in exports Share of machinery 
(millions of roubles) in increment of 
— = = total exports 


Exporting country — 
Total Machinery 


(percentage) 
Czechoslovakia......... 1,036 598 58 
Eastern Germany....... 1,607 852 53 
USSRigaewr cna. hectares 3,391] 835 25 
UG AM A, Geacee eden VB « 49] 23 17 
ietolbsiatal: oo), Soo wowd Gaeue 622 268 13 
InKoveathOR, os wa po oaunwoe AD 4 102 29 
| SAUCE Nc et cay eee 402 67 7 


Source: See table 3-1. 


¢ Estimate based on incomplete data of partners’ 
trade. 

d Average 1956 to 1960. 

© Average 1955 to 1960. 


table 3-24. But the crucial importance of the growth 
of exports of machinery emerges even more clearly if 
one considers its contribution to the increment in total 
export revenue from 1950 to 1960 (see table 3-26). 


While this contribution was the highest in more in- 
dustrialized countries such as Czechoslovakia and 
Eastern Germany, it is significant that it amounted to 
over 40 per cent in two much less developed countries, 
Hungary and Poland, and to 22 and 17 per cent re- 
spectively in Romania and Bulgaria, which are among 
the least industrialized countries of the group. As 


Table 3-27. Annual Rates of Growth of Output 
and Trade of Machinery, and of Fixed Invest- 
ment, 1950 to 1960 

(Percentage) 
aE er me Ms 


Country Export Import Output Investment 
Czechoslovakia ...... 16 19 16 UR 
Eastern Germany.... 25 26 iS 18 
USS SER eres ene eee 18 18 16 13 
Humgary..2.¢....... “16 15 13 8 
Proleirrdl 25, ee eta 18 < 22 10 
ROmarhe. kee: aha OU 5 19 14. 
FRU BGFIG... ea sscssicae om a 18 24 IS 


See 
Source: See table 3-1. 
® Since be of machinery at the beginning of the period 


were negligible, the annual rate of growth is meaningless and was 
therefore omitted, 
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shown in table 3-27, in the four less developed coun- 
tries exports of machinery and equipment increased 
faster than imports, and except in Poland faster also 
than domestic production. 


It may be supposed that the impact of the expansion 
of machinery output on the balance of payments was 
not confined to its contribution towards the expansion 
of exports, but that import substitution had also taken 
place. However, aggregated data for investment and 
for imports of machinery indicate import substitution 
clearly only in the case of Poland and Romania, where 
the growth of imports lagged significantly behind that 
of investment (table 3-27). 


As noted earlier, the policy of expanding output and 
exports of machinery and equipment resulted from 
various considerations, including the fact that terms of 
trade as well as domestic cost relationships favoured 
the exchange of machinery for other kinds of com- 
modities. Governments were no doubt also influenced 
in the formulation of policies by the buoyant current 


Table 3-28. Exports in Relation to Output of 
Selected Commodities 


Incremental 


Share of Index of 


export-output exports in output 
Country and product ratio output in in 1960 
1950-1960 1960 (1950 = 100) 
‘zechoslovakia 
maotir €Vcles......-:... 1.03 75 246 
ripesn ees. je SoS 0.70 59 207 
iEaPtORG Sooo aseiseet +3 0.55 56 310 
Metal working machinery. 0.43 45 234 
Passenger cars.......... 0.35 54 229 
Eastern Germany * 
Typewriters, portable.... 1.12 7 122 
EN Wan os Se x08s ccps sce b avs 58 
Calculating machines. .... 0.94 7 143 
“girl pe ee b 43 91 
Wrist watches.......... 0.7] 40 150 
Railway passenger cars... 0.56 66 245 
Poland 
MONE AP ae ese = pe Pe Seas 0.70 69 3,200 
Railway passenger cars... 0.52 59 418 
Hungary 
Bleckere Bulbs... 2. +-+- 0,62 60 258 
eS eee oe es: 0.60 63 433 
AMOR aes. RG Sk 0.55 30 216 
Ee TE CUTINEE Sore ox phaneia caput ir 
Railway freight and tank 
ae ai oer eee _ 0.78 ¢ 75 246 
ani stie2S Oda sori oe ee 2 0.59 « 4] 493 
Bulgaria ; 
Flectro-motors.......... 0.44, 4] 1,662 


eed 5 


Source: As in table 3-1] ; 

« Ratio for the period 1955-1960 and index of output in 1960 
on the base 1955 = 100. 

b Ratio irrelevant because of the fall in output; exports in- 
creased in the period 1955-1960 as follows: cameras by 30 per 
cent; trucks by 2 per cent. 

© Ratio for the period 1958-1960. 


and prospective demand for machinery in the centrally 
planned economies. 


In consequence of this policy, rates of growth in 
several lines of production were increasingly influenced 
by exports. The available information on the share of 
exports in the output of specific commodities which 
is shown in table 3-28, indicates that expanding exports 
stimulated the growth of output of manufacturing in- 
dustries not only in the more developed but also in the 
less industrialized centrally planned economies. In 
some cases, especially in Eastern Germany, increments 
in exports exceeded those of output, implying a decline 
in domestic consumption. Such changes could be due 
to the saturation of the domestic market with specific 
goods, but they could also reflect restrictions on do- 
mestic consumption imposed for the purpose of rais- 
ing exports. In other cases exports increased less than 
domestic production, but they none the less absorbed 
a substantial share of the increments in output. 


In many instances the expansion of exports made 
possible economies of large-scale production which 
could not have been achieved within the limits of the 
domestic markets of the majority of the centrally 
planned economies. 


Although export revenues rose considerably in all 
centrally planned economies during the decade of 
1950-1960, increases were not sufficient to meet the 
growing demand for imports induced by the high rates 
of industrialization in several less developed countries. 
Nevertheless, the imports of these countries increased 
more than exports owing to foreign credits extended 
chiefly by the Soviet Union. 


The changes in the balance of payments on current 
account and the role played by net capital flows in the 
process of industrialization cannot be readily assessed 
owing to the lack of data on balance of payments. The 
following review is therefore confined to changes in 
trade balances, which are not necessarily identical with 
changes in total current account balances. However, 
differences do not appear to have been such as to in- 
validate general conclusions derived from trade data.*° 


As indicated in table 3-29, the more industrialized 


32 Both imports and exports of centrally planned economies 
are, as a rule, valued f.o.b. Balances of trade generally account 
for the major part of total current account balances. The bulk 
of service payments consists of transportation charges which 
tend to move in line with imports. It may therefore be assumed 
that, over an extended period, inter-country differences in trade 
balances reflect approximately the variations in surpluses or 
deficits on current account. It should be pointed out, however, 
that factors such as geographic position, direction of trade 
flows and prevailing practices with respect to the settlement of 
transportation costs would tend to produce net surpluses on 
service transactions in the case of Poland and net deficits in 
the service balances of Czechoslovakia and, especially, of East- 
ern Germany. In Poland, according to data published in 
Finanse, No. 5, 1960 (Warsaw), the surplus on service account 
was equivalent to approximately one-half and one-third of the 
trade deficit in 1958 and 1959, respectively. It should be added 
that changes in foreign currency reserves were probably in- 
significant in all countries except, perhaps, the Soviet Union. 
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Table 3-29. Trade Balances of Centrally Planned Economies," 1951-1960 
ene ee ee Se 


Ratio of trade 


Imports balance to imports 
Country 1951-1955 : 9561 960 r 1951-1 960 1951-1960 : 95: 1 ee 

Czechoslovakia........... ae a ee ine S 
Tee 00 1,660 «32°50 <1 
Huncere st hae eee 22 —236 ~214 5,394 40 
aR ae onal ~217 ere —1,050 9,731 ~10.8 
YAO S| Sivilcl ele ae eee —631 —1,018 — 1,649 4,629 39.6 
Ronni: eee =92 84 —8 3,779 =0.2 
Bulgarians rate eats od 33 = ne ape Lacan 
China (mainland) yee eas =O 178» —899 ; F 


oe 


Source: As in table 3-1. 
“ A minus sign indicates import surplus. 


countries, Czechoslovakia, Eastern Germany and the 
Soviet Union, consistently recorded relatively high 
trade surpluses. In the other countries, rapidly growing 
import requirements resulted in trade deficits. For the 
period as a whole, the export surplus of the Soviet 
Union accounted for more than half of the combined 
surplus of all net exporting countries. Among the less 
industrialized countries, the largest cumulative deficits 
were incurred by mainland China, Yugoslavia and Po- 
land. The export surplus of the Soviet Union tended to 
decline from the first to the second half of the period 
under review, while deficits of the net importing coun- 
tries tended to rise, except in Romania and mainland 


China. 


It should be added that the trade deficits incurred 
during the period as a whole and their changes over 
time were not always a direct consequence of rising 
imports of machinery and raw materials; they were 
frequently due to substantial food imports in certain 
years. This was notably the case in Hungary, Poland 
and Yugoslavia. 


If one considers these data on trade balances as 
roughly indicative of net flows of foreign credits, it 
appears that, except in Yugoslavia, the proportion of 
imports financed by credits was relatively small. It did 
not exceed one per cent in Romania, one and one-half 
per cent in Bulgaria and about 4 per cent in Hungary. 
In Poland the deficit in the balance of trade amounted 
to some 10 per cent of imports, but in view of relatively 
large net receipts from services, the actual dependence 
of this country on foreign loans was presumably much 
smaller than indicated by this ratio. In Yugoslavia 


33 Within the periods indicated in table 3-29, the pattern of 
changes was less uniform. In Bulgaria a small deficit at the 
beginning of the period was converted into a surplus in 1954- 
1957, which was subsequently replaced by a substantial deficit. 
In Romania, a high initial deficit was gradually eliminated, and 
an export surplus emerged by the end of the decade. Hungary 
recorded small surpluses in most years, the shift from surplus 
in the first period to deficit in the second resulting primarily 
from a large import balance in 1957, : 


b 1956-1957. 
© 1951-1957. 


about one-third of imports was financed by foreign 
loans throughout the period. 

The role played by capital flows in the accumulation 
of resources for economic expansion may be illustrated 
by the estimates of the ratios of trade balances to do- 
mestic fixed investment valued in comparable prices. 
Such rough estimates covering the period between 1950 
and 1959** seem to indicate that among net importing 
countries, this ratio amounted to less than one per cent 
in Bulgaria and Hungary, 5 per cent in mainland 
China and 7 per cent in Poland.*° But it should be 
mentioned that in mainland China, the ratio of net 
imports to fixed investment was much higher in the 
beginning of the period, amounting to about 13 per 
cent of fixed investment in 1950-1953. 


In the Soviet Union, which ran the largest export 
surplus, the ratio of net exports to fixed investment 
was only slightly above one per cent during the period 
taken as a whole and about two per cent in 1950-1953. 

The pattern of capital flows suggested by data on 
foreign trade balances differs substantially from the 
available information on credits granted and received 


by various countries shown in table 3-30. Apart from 


the fact that the latter data are gross credits and do not 
allow for repayments of loans, they cover only the 
amounts which could be accounted for on the basis of 
information relating to individual countries.** Their 
total is substantially lower than the aggregate of credits 
announced by some of the lending countries. 

Thus, for instance, credits granted by the Soviet 
Union to other centrally planned economies amounted, 
according to Soviet sources, to 7.8 billion roubles be- 
tween the end of the Second World War and 1960, 
while less complete data on credits relating to indi- 
vidual countries based on the same sources and indi- 

34 See World Economic Survey, 1960, page 122. 

85 In the latter country, the inclusion of revenue from ser- 
vices would certainly reduce this ratio substantially. 

36 For more details, see World Economic Survey, 


1960, pag 
119. page 
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Table 3-30. Credits Granted and Received by 
Centrally Planned Economies in 1950-1960" 


(Millions of roubles) 
ET 


Net credits 
Country granted Credits Credits 
or received (—) granted received 
Czechoslovakia. ........ 406 418 1h) 
Eastern Germany....... —97 314 All 
ISS pee eld ining iene 3,103 3,103 — 
Beamgeryo sce. e. —496 5 501 
BIO lands ede rani, ass Sx —853 21 874 
GUTTER, eee ae —133 20 153 
Se ae eee —464. 5 469 
Milbania eas sc cc ese. . —27 a 277 
China (mainland) ....... 288 675 387 
North Korea, North Viet- 

Nam and Mongolia.... —1,477 = 1,477 


eee 


Source: Division of General Economic Research and Policies of 
the United Nations Secretariat. For full list of sources, see United 
Nations, World Economic Survey, 1960, table 3-16, page 120. 

® Value based on incomplete information. They represent only 
the amounts of credits accounted for by specific announcements 
relating to individual countries which are substantially below the 
total credits extended and received by the centrally planned econ- 
omies. Credits received from private enterprise economies are 
not included. Poland had received from the United States loans 
amounting to about 383 million roubles in the years from 1957 
to 1960. Credits received by Yugoslavia from the private enter- 
prise economies during 1950 to 1960 amounted to about 1,453 
million roubles net of repayments. 


cated in table 3-30 totalled only about 3 billion roubles 
during the years 1950 to 1960.%* 


Differences between the credit position of mainland 
China as reflected in the data given in table 3-30 and 
the information derived from the budget statistics of 
that country appear to be even greater. According to 
Soviet sources, credits granted to mainland China be- 
tween 1950 and 1959 amounted to about 387 billion 
roubles, whereas Chinese budgetary data show Soviet 
credits of more than three times that magnitude. 


The budgetary statistics of mainland China, unlike 
the available sources of information for other coun- 
tries, include data on loans received and granted as 
well as on repayments of credits expressed in domestic 
prices. These data indicate that loans received between 
1950 and 1957 amounted to some 5.3 billion yuans, 
and loans granted by mainland China, mostly to other 
Asian centrally planned economies, totalled 3.9 billion 
yuans; net borrowing therefore amounted to only 1.4 

37 Similarly, according to Bulgarian sources, credits ex- 
tended to that country between 1948 and 1957 exceeded one 
billion roubles, while the amounts included in published credit 


agreements totalled only 469 million roubles between 1950 and 
1960. 


billion yuans. After allowing for repayment of loans, 
there was a net outflow of some 200 million yuans in 
1950-1957. For 1950 to 1952, net foreign borrowing 
of mainland China amounted to some 15 per cent of 
fixed investment, but its position subsequently shifted 
to that of net capital exporter, and for the period 1950- 
1959 as a whole a net outflow equivalent to about one 
per cent of fixed investment was recorded.% 


The available data on credits and especially those 
on trade balances suggest that in the aggregate the 
contribution of foreign credits to the process of in- 
dustrialization of the centrally planned economies over 
the decade as a whole was rather small. The actual 
impact of the inflow of foreign capital on development 
in the borrowing countries was, however, at times con- 
siderably greater than would appear from these data. 
In the initial stages of industrialization, loans, fre- 
quently granted in the form of machinery and equip- 
ment or of raw materials for strategically essential in- 
dustries, played a considerable part in enhancing its 
progress. In the later stages loans were occasionally 
extended in the form of food necessary to eliminate 
shortages that threatened to impede stability and fur- 
ther economic growth. 


An important feature of capital flows from the point 
of view of the debtor countries was the very low inter- 
est rate which they carried, amounting in most cases 
to about 2 per cent per year. This level was far below 
the potential yield of the investment connected with any 
given amount of loan, so that the credit operations 
between the planned economies involved, as a rule, a 
certain element of aid granted by the creditor to the 
debtor. It is significant, nevertheless, that during the 
period under review, the high rates of industrial devel- 
opment in the centrally planned economies were 
achieved by the utmost mobilization of domestic re- 
sources and only to a relatively small extent by the 
use of foreign credits. 


38 The available statistics for other countries do not permit 
similarly detailed estimates. The only relationship that can be 
established is that of credits granted or received to gross in- 
vestment. Inevitably the ratios based on credit data differ sig- 
nificantly from those based on net trade statistics. The credits 
received by Bulgaria were equivalent to about 9.5 per cent of 
domestic fixed investment, while those received by Hungary and 
Poland amounted to some 7.4 per cent and 6.3 per cent of fixed 
investment, respectively. The value of credits granted by the 
Soviet Union in 1950-1959 was equivalent to approximately 2.6 
per cent of its fixed investment. Although Eastern Germany 
sranted credits equivalent to some 3.3 per cent of fixed invest- 
ment, net foreign lending was negligible in view of the fact 
that credits extended to that country were almost as large as 
receipts. 
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Problems 


At the beginning of the nineteen fifties, the centrally 
planned economies were at markedly different stages 
of industrialization. At one end were Czechoslovakia 
and Eastern Germany, which even before the Second 
World War had reached a relatively high level of de- 
velopment, and at the other extreme were Bulgaria, 
mainland China and Romania, which had all the char- 
acteristics of economically under-developed countries. 
Perhaps with the exception of Bulgaria and mainland 
China, however. all these countries were, even at the 
starting point of their planned expansion, at a more 
advanced stage of development than most under- 
developed countries in the rest of the world. 


The Soviet Union in the nineteen twenties, and most 
other centrally planned countries at the end of the 
Second World War, possessed a sizable industrial sec- 
tor, a relatively developed transport system and a sig- 
nificant nucleus of skilled workers and technicians. 
Thus, these countries had far more of the prerequisites 
for industrial growth than do most under-developed 
countries. In spite of these advantages, however, the 
problems faced by the centrally planned economies at 
the inception of their industrialization plans were, in 
many respects, similar to those currently faced by the 
under-developed countries. Indeed, a series of “inter- 
locked vicious circles” had to be broken in order to 
open the way for rapid economic growth. As in the 
under-developed countries, the problem was to break 
the “under-development equilibrium” of income, sav- 
ing, investment and output at low levels. 


The solution of this problem in the centrally planned 
economies differed, however, from that frequently sug- 
gested in relation to the less developed countries, large- 
ly owing to the institutional differences prevailing be- 
tween private and state enterprise economies. In the 
under-developed countries, where a substantial part of 
economic activity takes place in the private sector, the 
approaches to problems of economic growth, known as 
the “big push”, “balanced growth” or the critical mini- 
mum effort necessary to overcome the inertia of under- 
development and bring about a change from a station- 
ary or slow-moving economy to a_ continuously 
developing one, have largely been geared to creating 
inducements for private investment and for increasing 
absorptive capacity. Policies in these countries, in 
other words, have been formulated to create conditions 
for a largely self-sustained process of economic growth 
through the market mechanism. But in the centrally 
planned economies, in contrast, the introduction of 
central planning and direct allocation of resources 
pushed aside the problem of incentive to save and 
invest. The predominant part of investment was, in 
fact, achieved by the government sector within which 
saving and investment were for all practical purposes a 
single operation. These institutional features, there- 


and policies 


fore, eliminated the problem of the market for output 
of the growing industries. 


Removed from such considerations as profitability 
and demand, the problem of “developmental start” in 
the centrally planned economies was sought to be 
solved by expanding the output of capital goods largely 
for further expansion of industries producing capital 
goods, rather than for investment in consumer goods 
industries. Rapid expansion of capital goods industries 
to produce capital goods was, in fact, considered cru- 
cial for economic development. 


Such a process, which has as its counterpart a con- 
tinuous rise in the rate of investment, can clearly go 
on for a considerable period of time without creating 
any problem of outlets for the output of expanding 
industries. Rather, the problem created by this pattern 
of growth has often been the excess consumer demand 
which, in spite of restrictions imposed upon the growth 
of disposable income, has, in many instances, resulted 
in inflationary price increases. The strong emphasis on 
the development of heavy industries served the purpose 
of raising their output levels, which would ensure con- 
tinuous expansion, ultimately eliminating further need 
for restrictions on consumption. Only after a certain 
stage of industrialization had been reached was the 
emphasis on the development of heavy industries re- 
duced and a much greater proportion of resources de- 
voted to the expansion of agriculture, consumer goods 
industries and housing. 


Industrial development in the centrally planned 
economies thus followed a sequence which was the re- 
verse of that frequently recommended to less developed 
countries on the basis of the historical experience of 
North America and western Europe. According to this 
view, the most efficient policy would be to start with 
industries processing agricultural raw materials, then 
to expand industries producing non-agricultural con- 
sumer goods and only in the last stage of industrializa- 
tion to proceed with the expansion of capital goods 
industries. At early stages of development, when capital 
is scarce in relation to labour, it is argued that the 
least capital-intensive techniques of production should 
be selected and that capital intensity should be per- 
mitted to rise only gradually when labour becomes 
more scarce and when the rise in income generates 
increasing amounts of saving. It is recognized, of 
course, that the possible combinations of capital and 
labour are not the same in all industries; they are 
generally more numerous in agriculture and in con- 
sumer goods industries than in heavy industry, where 
the ratio of capital to labour is more rigidly determined 
by technological requirements. But the desire to 
achieve the most efficient utilization of resources in the 
short run would suggest a policy strongly emphasizing 


tthe expansion of industries with a low ratio of capital 
tto labour. 


i Although initially this policy may bring about larger 
‘increases in employment and total output in some 
‘instances, it was rejected outright in the centrally 
planned economies on the basis of long-term require- 
‘ments for acceleration of economic growth. In these 
‘countries the considerations about relative scarcity of 
capital and labour have had no influence on the choice 
of the over-all pattern of industrial development. The 
emphasis placed on heavy industry has led to a capital- 
intensive form of growth in spite of the fact that in the 
initial period capital was scarce and labour abundant. 


Within branches of industry, however, the choice of 
techniques has been more closely related to the relative 
scarcities of capital and labour. While the repeatedly 
stated policy was to increase output per man through 
modernization and substitution of labour by machinery 
and equipment in all productive processes, the scarcity 
of capital imposed in all centrally planned economies 
a more diversified approach. The main factor influ- 
encing the choice of techniques within an industry was 
the place occupied by that industry in the priority 
scale established by the authorities. In industries con- 
sidered most important from the point of view of eco- 
nomic growth, the general tendency was to choose the 
most advanced techniques, while in industries of sec- 
ondary importance more labour-intensive techniques 
prevailed. Even in the high priority industries, how- 
ever, the policy of raising the capital intensity was not 
applied uniformly. Within these industries, high 
capital-labour ratios were generally applied only to 
those productive processes where the ratio was more 
or less technologically fixed; that is, where the stand- 
ards of quality and uniformity of products could not 
be maintained with another combination of factors. In 
processes where the quality of product was not de- 
pendent on fixed factor coefficients, the capital-labour 
ratios were kept low. In some countries, for instance, 
in such a high-priority industry as machine building, 
handling of materials, intra-factory transportation, 
quality control and several other operations were al- 
most entirely manual. Similarly, construction work at 
the early stages of development was characterized by a 
very low capital intensity, especially in operations not 
requiring skilled labour. 


The scarcity of skilled labour was, in fact, another 
factor which, apart from technological requirements, 
prompted the use of capital-intensive methods in high 
priority sectors. Even where more labour-intensive 
methods could be applied, the maintenance of quality 
standards would have required a much greater supply 
of highly skilled workers than was available at the 
earlier stages of development. Although certain pro- 
ducts of machine building industries, could be, and in 
fact in some cases were produced manually, the acqut- 
sition of the necessary skills required years of training. 
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If, therefore, the problem of scarcity of capital and 
labour is reformulated in terms of capital versus 
skilled labour, the relative scarcities of these two fac- 
tors of production may appear quite different. This 
aspect of the problem did indeed also influence the 


choice of techniques in the centrally planned econ- 
omies. 


Thus, while no single principle was applied uniform- 
ly to all industries in determining the choice of tech- 
niques, the two criteria that figured rather prominently 
were the existing scarcity of factors of production and 
the limitations imposed by technological possibilities. 
The scarcity of factors of production, however, was 
influential only in a very broad sense. Recent discus- 
sions on the efficiency of investment indicate that the 
tendency to use inadequate criteria and to seek tech- 
nical perfection frequently led to economically un- 
sound mechanization and thus resulted in waste of 
capital.*° 


The pattern of industrialization in the centrally 
planned economies was determined by the system of 
priorities established by the central authorities in ac- 
cordance with the prevailing views about the relative 
importance of various industries for economic growth. 


It has often been stated that economic development 
in the centrally planned countries was governed by the 
“law of proportional development” and that the task of 
planning authorities was to act in accordance with this 
law, though the exact meaning of this law was never 
made explicit. In vertically complementary industries, 
undoubtedly, the relative size and the rate of growth of 
output at various stages of production are determined 
by technical coefficients. But the impact of these tech- 
nical restraints is the smaller the less closely related are 
the industries. 


Even in the case of complementary industries, the 
principle of proportional growth was not applied dur- 
ing a large phase of industrialization. This resulted in 
the frequent emergence of bottlenecks in various sec- 
tors which had to be eliminated in order. to create con- 
ditions for further expansion. In some cases, inade- 
quate planning was responsible for the imbalance; in 
others, it was due to under-fulfilment or over-fulfilment 
of plans in different industries. But frequently it was 
also a part of deliberate policy aimed at accelerating 
the growth of certain industries even if complementary 
industries could not be expanded because of scarce re- 
sources. Although such a policy was not in conformity 
with any principle of proportional development, it 
could be justified in view of the drive for acceleration 
of the rate of economic growth. On technical and eco- 
nomic grounds, it may be perfectly rational to expand 
a given industry beyond the limits set by the existing 
supply of raw materials or intermediate goods or by 
the existing demand for its product in anticipation of 


39 For further details, see World Economic Survey, 1959, 


chapter 3. 
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future growth of supply and demand. The economies of 
scale and the indivisibility of investment projects in 
some industries had in most cases made it worth while 
to expand capacity to a greater degree than was sug- 
eested by the availability of materials or by the demand 
for manufactured goods. Some bottlenecks did in- 
evitably result, but they subsequently were eliminated 
by the expansion of other industries. By and large, any 
losses caused by these imbalances were considered less 
harmful than those frequently incurred by the im- 
mobilization of capital in unfinished construction. This 
was frequently the case where a large number of in- 
vestment projects undertaken simultaneously could not 
be completed on schedule owing to shortages of mate- 
rials and qualified labour. The declared aim of this 
policy was to expand the production of capital goods 
irrespective of cost in order to reduce, within a rela- 
tively short period, the scarcity of capital. 


The alternative of balanced growth, avoiding recur- 
rent bottlenecks, was rejected by the centrally planned 
economies on the grounds that it would reduce drasti- 
cally their rate of economic expansion and thus prolong 
the backwardness of their economies. The effect on the 
rate of industrialization of losses caused by these 
disequilibria is likely to have been more than offset by 
the benefits derived from the expansion of strategically 
important industries. In a state enterprise economy 
such losses were not a factor discouraging investment, 
but they were liable to lead to further restrictions on 
the growth of consumption. 


The policies pursued during the initial phase of in- 
dustrial development underwent significant changes 
during the second half of the nineteen fifties. These 
changes were motivated, in most cases, by the need to 
devise new methods appropriate to the more advanced 
stage of economic development. While their timing 
was inevitably influenced by political factors, the major 
impetus for them arose from the transformation of the 
economy following several years of rapid growth. The 
substantial expansion of basic industries, by preparing 
the ground for a more balanced growth, led to a 
change in the scale of priorities. Policies which could 
meet the needs of a less integrated economy were 
hardly suited to the requirements of a more complex 
and diversified economy. With the increasing complex- 
ity of interrelations between industries, sectoral im- 
balances often became an obstacle to economic growth. 
Furthermore, the fuller utilization of resources and the 
growing need to satisfy the demand for consumer 
goods were important factors stimulating the reap- 
praisal of previous policies. 


Several policy changes were introduced in the later 
part of the nineteen fifties. In all centrally planned 
economies, for instance, there appeared a tendency to 
decentralize management and to enlarge responsibili- 
ties at lower levels of personnel, although only in Yugo- 
slavia, which had introduced far-reaching reforms at 


an earlier date, was the extent of change substantial.*° 


Far more important was the increased allocation of 
resources for the expansion of agriculture, consumer 
goods industries and housing. Further, most countries 
introduced more efficient methods of choice among 
alternative investment projects within a given industry. 
These were based on a stricter evaluation of the effects 
of various combinations of capital and labour on unit 
costs of output. While in most countries the investment 
criteria were differentiated—for example, capital in- 
tensive projects were favoured in high priority sectors 
—in some cases it was suggested that at the given level 
of development a unified measure of effectiveness of 
investment should be applied for all industries. More- 
over, there was a tendency to apply efficiency criteria 
not only to the choice between alternative investment 
projects producing identical output but also to the 
allocation of resources between various industrial and 
economic sectors.‘ In practice, however, the scope for 
such decisions has been limited to the choice between 
industries producing substitutable goods: broader ap- 
plications of the criteria have not generally been ac- 
cepted. But the fact that the problem was raised is by 
itself an indication of the new strategies of economic 
srowth. This new tendency is indicative of the realiza- 
tion that high levels of output attained by key indus- 
tries reduce the need to concentrate on these sectors, 
and make it possible to plan for optimum rather than 
maximum levels of output and investment. 


The preference for the optimum approach has, in 
part, stemmed from the awareness that, in an increas- 
ingly complex economy, the maximization of targets 
for a given industry may not be desirable for the econ- 
omy as a whole if it absorbs resources needed for the 


40 Tt may be recalled that the central plan in Yugoslavia con- 
tains only general targets relating to output and allocation of 
investment during a given period. The implementation of the 
plan is brought about largely by fiseal and financial policies 
with little interference by the Government in the activities of 
individual enterprises. The management of enterprises is re- 
sponsible to the elected council of workers but is generally free 
to determine its own output, sales and prices. After the fulfil- 
ment of obligations to the State and the payment of basic wages 
to workers, the enterprises are free to determine the allocation 
of profits for bonuses or reinvestment. According to official 
statements, such a system could not be effective at the initial 
stages of industrialization which required rapid and drastic 
changes in the allocation of income and in the structure of the 
economy. 


41 Efficiency criteria were never considered a sufficient basis 
to determine fully the allocation of investment among sectors. 
It has been argued that even in the economies where price 
levels adequately indicate relative scarcities, such criteria could 
not be considered a sufficient basis for long-term planning of 
investment, because prices mirror present conditions, while in- 
vestment planning must take into account long-run considera- 
tions. For a detailed discussion of these problems, see World 
Economic Survey, 1959. 
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expansion of complementary industries. Furthermore, 
as future increases in national product are closely de- 
pendent on increases in labour productivity, the need 
to raise incentives, including such inducements as high- 
er consumption, has now sharpened the quest for 
opumum expansion in investment, consumption and, 
consequently, national income. Although some of the 
new approaches are still in the stage of discussion, they 
do mark an important change in the industrial policies 
of the centrally planned economies, indicating a erad- 
ual transition to a more balanced growth than in the 
earlier stages of development. 


While the broad approach to economic problems in 
the nineteen fifties was similar in all centrally planned 
countries, the formulation of specific policies was in- 
evitably influenced by the economic characteristics of 
individual countries. Nowhere was this more evident 
than in mainland China, where the per capita national 
income and the relative share of industry or agricul- 
ture in national output differed sharply for those in, 
say, Czechoslovakia or Eastern Germany. Mainland 
China is of special interest, not only because of its 
endeavour to transform a highly agrarian economy 
into a well-developed industrial society but also be- 
cause of certain departures from the pattern estab- 
lished in other centrally planned economies. 


In the face of a very pronounced scarcity of capital 
relative to labour, differences in the allocation of 
capital and labour to varying sectors were greater in 
mainland China than in other centrally planned econ- 
omies. Unlike countries where substantial provisions 
were made for the supply of machinery and equipment 
for agriculture, despite a low priority rating of this 
sector, mainland China decided to postpone any sig- 
nificant mechanization of agriculture: reliance was 
placed instead on the availability of abundant man- 
power. In the construction of power stations, roads, 
irrigation works and drainage facilities, millions of 
workers were equipped with no more than shovels, 
wheelbarrows or baskets for carrying earth and mate- 
rials. Labour-intensive methods were applied to an 
incomparably greater extent than in any other central- 
ly planned economy in sectors providing large oppor- 
tunities for factor substitution; at the same time, mod- 
ern techniques were used in high priority branches of 
manufacturing industries. 


In 1958, however, the massive use of manual labour 
and home-made equipment was extended and reached 
unprecedented heights. The only way to overcome 
backwardness in a short period, it was officially stated, 
was to mobilize every possible resource and to employ 
“indigenous” methods of production alongside modern 
techniques over a wide range of industrial products. 
Thus, small iron and steel furnaces were established 
throughout the country, in towns as well as in villages, 
and millions of peasants were mobilized for expanding 


the output of capital goods.42 However, when it 
turned out that the materials produced by “indigenous” 
methods were of inferior quality and could not be 
used by modern metal working and machine building 
industries, this policy was abandoned in certain fields 
of production. But, in general, the establishment of low 
capital-intensive industries in rural areas*® was con- 
sidered a promising way of expanding industrial output 
without incurring the overhead expenses that would be 
required if labour were to be transferred to the cities. 


The extensive use of manpower was closely con- 
nected with the establishment of rural communes which 
integrated the existing collective farms into broader 
units combining industrial and agricultural activities. 
The system of communes was considered vital for 
rapid economic growth in mainland China. Its goals 
included increases in agricultural production through 
better organization of work, release of manpower for 
industries, expansion in manufacturing production in 
the rural areas with little addition to capital stock, im- 
proved food supply for cities and, what is perhaps 
more important, increase in exports of foodstuffs in 
order to import strategic investment goods for further 
industrial expansion. Indeed, industrial expansion in 
mainland China has been contingent upon agricultural 
growth. 


Many of the expected results of the commune system, 
however, failed to be achieved. Apart from the fact 
that a number of industrial goods produced by “in- 
digenous” methods were not usable for further indus- 
trial processing, the system of work and of remunera- 
tion of labour originally introduced in the communes 
acted as a disincentive for agricultural producers.“ 
While, formally, the commune system was retained, in 
fact mainland China has reverted to the system of col- 
lective farms which have once again become inde- 
pendent economic units.*° 


42 This was facilitated by the wide dispersion throughout the 
country of iron and coal deposits, though these were not always 
of high quality. 

43 Tt should be noted that these industries in rural areas are 
not what are often called cottage industries in the under- 
developed countries. 

44 As originally conceived, the authorities of the communes 
were entitled to allocate labour to argicultural work, construc- 
tion or local industry in various parts of their territory. Fur- 
thermore, the remuneration of labour was to be largely based 
on equalitarian distribution of a large part of subsistence in 
the form of meals served in communal establishments and in 
kind. If it had worked, this policy would have resulted in a 
greater mobility of labour and greater government control over 
the supply of argicultural commodities than had been achieved 
in other centrally planned economies at the corresponding per- 
iod of their development. 

45 In order to stimulate incentive to work, members of the 
collective farms were to receive a large proportion of their pay 
in money, according to work performed, and were to be per- 
mitted to retain small plots of land for raising food. Free sale 
of agricultural produce on local markets was allowed, provided 
that the compulsory deliveries were fulfilled. The commune 
was deprived of the right to impose any decisions upon the 
collective farms and to shift its labour to other sectors. The 
industrial activity of the communes was at the same time 
sharply reduced, 
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Viewed against the background of the country’s 
special problems, it is not surprising that the develop- 
ment of agriculture has now been stated to be the 
cornerstone of future economic growth. The develop- 
ment of heavy industry is still given a high priority 
rating among the long-term goals, but for the immedi- 
ate future, achievement of a greater balance in the 
expansion of various sectors has come to be considered 
as the main task. Agriculture has currently been ac- 
corded top place in the priority scale of development, 
followed by light industry, while heavy industry came 
last. It is likely that some of these changes were influ- 
enced by the disastrous effect of successive bad harvests 
during the past two years and are of a temporary 
character. The emphasis which had developed after 
the “big leap forward”, on consolidation and elimina- 
tion of bottlenecks rather than on rapid growth, may 
give way after some time to further rapid expansion. 
But the reappraisal of the recent experience indicates 
clearly that the general tendency is in favour of a more 
uniform and balanced pattern than had obtained in 
the past. 

Government policy in the centrally planned econ- 
omies played a decisive role in industrialization not 
only directly through its impact on the domestic econ- 
omy, but also through the channel of foreign trade. 
The interrelations between industrialization and for- 
eign trade were greatly influenced by the existence of 
state monopolies of foreign trade and state control of 
domestic markets, without which the centrally planned 
economies would not have been able to bring about 
changes of such magnitude in their foreign trade as 
did actually occur in the nineteen fifties. New links 
were forged between foreign trade and domestic output 
as a result of concerted actions aimed at the mobiliza- 
tion of all available resources for economic growth. 
These actions frequently involved restraints on con- 
sumption in order to release goods for export or to re- 
duce non-essential imports, and thus to secure larger 
imports of capital goods, fuels and raw materials 
which were of strategic importance for further indus- 
trialization. Indeed, without increases in such essential 
categories of imports, it would not have been possible 
to achieve high rates of economic growth. This was 
particularly true of countries with little, if any, capac- 
ity in the capital goods industries. But even where such 
industries did exist, they were at the beginning of the 
nineteen fifties confined mostly to the production of a 
limited variety of equipment, suited to satisfy the pat- 
tern of domestic demand prevailing before the war. 

The importance of exports in the centrally planned 
economies lay largely in their ability to pay for addi- 
tional imports. Since deficiency of domestic demand is 
not a problem in these countries, there was hardly a 
question of looking upon exports as a means of filling 
any void in domestic effective demand.*® In subsequent 

46 Jt is only in the short run that the capacity of a given 


industry may outstrip domestic demand and thus create a need 
for foreign outlets for its products. 


stages of industrialization, however, export expansion 
was increasingly favoured by the desire to improve 
efficiency of production through greater specialization 
and by securing economies of scale in lines of produc- 
tion where the size of the domestic market was below 
the optimum level. 


The rates of expansion of foreign trade and the 
considerable changes in its composition could not have 
been achieved if the centrally planned economies had 
not functioned within an integrated trade area, com- 
prised of economies at different levels of development 
and endowed with a large variety of natural resources. 
The development of new industries, especially in the 
less advanced countries, which could hardly find out- 
lets for their new products elsewhere in the world, was 
greatly facilitated by the existence of a relatively 
closed international market of the centrally planned 
economies. A decisive part was played in this respect 
by the Soviet Union which, by virtue of its large indus- 
trial capacity and rich natural resource endowment, 
supplied heavy equipment and raw materials to other 
centrally planned countries in exchange for the prod- 
ucts of their industries. The increasing Soviet demand 
for imports of machinery, equipment and other manu- 
factures was due to the fact that industrialization in the 
Soviet Union itself was at the same time proceeding 
rapidly along a diversified front. 


Trade relations between centrally planned economies 
were based on commercial principles. The bilateral 
trade agreements were generally the result of bargain- 
ing in which each country strove to obtain the most 
advantageous terms with respect to the choice of goods, 
delivery dates and prices.*‘ None the less, the trade of 
the centrally planned economies was also influenced by 
considerations relating to the interests and the eco- 
nomic strength of the group as a whole. These con- 
siderations exerted some influence on trade flows, 
despite inadequate co-ordination of national economic 
plans especially during the first half of the decade. 
Commercial policies were at first strongly influenced 
by the Soviet Union, but in more recent years an in- 
creasingly important part has been played by the 
Council for Mutual Economic Assistance. Although 
only an advisory body, the Council has helped to 
achieve better co-ordination of national economic plans 
and policies for enlarging the scope of international 
division of labour and, thus, for seeking greater ad- 
vantages from foreign trade among the countries of the 
group. 


The role played by considerations relating to the 
economic and political interests of the area as a whole 


47 Although foreign trade prices in the centrally planned 
economies are as a rule based on those prevailing in world 
markets, prices arrived at in bilateral agreements could deviate 
from world prices in either direction. This is especially the 
case with respect to manufactured goods, where differences in 
specifications and quality standards make it more difficult to 
take world prices as the exclusive basis for determining prices 
ia trade among the centrally planned economies. 
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cannot readily be ascertained. Cases have been known 
of countries exporting specific commodities to other 
centrally planned economies although occasionally 
more advantageous terms would have been obtained 
in third markets.*® But the existence of an intesrated 
trade area of the centrally planned economies Peale 
tated the development of a pattern of foreign trade most 
suitable for the fulfilment of plans of industrial growth. 
New industries, especially in the less advanced coun- 
tries, could hardly expect to find outlets for their new 
products in the rest of the world. 


The preference given to intra-trade, as well as the 
fact that the standards of requirements of various 
centrally planned economies did not greatly differ, 
made it possible for less developed countries to export 
machinery, equipment and other manufactured goods 
to other members of the group. The resulting econ- 
omies of scale and the previously mentioned advan- 
tages derived from such a pattern of trade, were 
important factors in accelerating the process of indus- 
trialization of these countries. 


The principle of comparative advantage in its tradi- 
tional sense did not play a prominent part in altering 
the pattern of production and foreign trade in the 
centrally planned economies. It was given greater con- 
sideration in the development of primary production 
and of the first stages of processing of raw materials 
than in that of manufacturing industries. Initially high 
production costs in some industries in the less advanced 
countries were considered transitory and therefore of 
little significance in the formulation of production and 
foreign trade plans. 


The attention devoted to increasing the economic 
strength of the group as a whole may have contributed 
to the fact that throughout the nineteen fifties the 
Soviet Union was a net importer of machinery, ob- 
tained in exchange for exports of raw materials. The 
increasing diversification of output may, of course, 
have given rise to the need for certain types of equip- 
ment not produced domestically; but in a country with 
advanced technology, and abundant supply of raw 

48 Such temporary disadvantages were, however, largely com- 
pensated by the advantages derived from the fact that intra- 


group trade was not subject to cyclical fluctuations of prices 
and of quantities of goods traded. 
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materials and a large domestic market, this could have 
been only a short-run phenomenon.?® 


The continued importation of machinery and equip- 
ment provided for in the long-term plans may have 
been motivated in part at least by the desire to promote 
the economic growth of the area as a whole. The ces- 
sation of such imports would deprive other centrally 
planned economies of the means for financing their 
imports of raw materials and equipment. In order to 
assure their continued growth, the Soviet Union may 
have felt obliged to furnish assistance in the form of 
long-term loans or grants, to supply raw materials on 
less favourable terms, or to accept imports of less es- 
sential goods. 


Problems of international co-operation, such as 
these, have figured prominently in the deliberations of 
the Council for Mutual Economic Assistance. The 
Council has actively participated in promoting special- 
ization in such industries as machine building and 
chemical manufacturing. Its basic policy is to promote 
international division of labour among branches of a 
given industry rather than among various industries. 
In extractive industries development must of course 
be tied to the availability of natural resources. Since 
not all countries are equally well endowed with such 
resources, the Council has often recommended expan- 
sion of output of extractive industries to meet the 
requirements not only of the producing country but 
also those of other centrally planned economies; and 
in order to lessen the financial burden, it has suggested 
that the prospective importing countries should par- 
ticipate in the additional investment required for the 
expansion of capacity. In consequence, in several in- 
stances the intra-country co-operation took the new 
form of direct investment of some centrally planned 
economies in the projects developed in other countries. 
The work of the Council’s commissions dealing with 
specialization in production of specific items in various 
countries has prepared the ground for several inter- 
national agreements affecting both the foreign trade of 
the countries concerned and their production targets. 
In this way the national plans for economic growth of 
the centrally planned economies have become increas- 
ingly interrelated. 

49 Especially if one takes into account the fact that the capi- 


tal-output ratio and construction time are much smaller in 
engineering industries than in mining. 
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CURRENT ECONOMIC DEVELOPMENTS 


Chapter 4 


RECENT TRENDS IN THE DEVELOPED COUNTRIES 


Economic recovery in North America 


The decline in economic activity in North America 
which started in the middle of 1960 came to an end in 
the first quarter of 1961. In the United States the 
seasonally adjusted index of industrial production, 
which had fallen by about 7 per cent between May 1960 
and February 1961, recovered rapidly after the latter 
month and by December 1961 it was about 4 per cent 
higher than the previous peak attained early in 1960. 
In Canada also, where industrial production had stag- 
nated for about a year at a level slightly lower than 
the peak of the first quarter of 1960, economic activity 
recovered after March 1961; industrial production 
continued to grow until the end of the year though at a 
somewhat slower pace than in the United States. 


As in the case of the previous three post-war reces- 
sions, the 1960/61 recession in the United States was 
caused by a slackening in aggregate demand, par- 
ticularly in certain key components of final demand? 
mentioned below. The pace of expansion in demand 
had slowed down considerably in the period immedi- 
ately preceding the recession. An important factor in 
this development was the contractionist influence of 
the federal programme for the fiscal year 1960.2 Fed- 


eral expenditure on goods and services, having risen 


1 For convenience, the term “final demand” is used through- 
out this chapter to signify gross national expenditure less 
changes in inventories, 

2 United States fiscal years end on 30 June of the specified 
calendar years. 


Table 4-1. United States: Gross National Product and its Components 


(Billions of dollars at 1954 prices; seasonally adjusted annual rates) 


Change compared with preceding quarter 


Peak Recession Recovery 
1960 
Item second 1960 1961 
ee Third Fourth First Second Third Fourth 
quarter quarter quarter quarter quarter quarter 
oalmenmndee- Soe 7.2. fees aes 438.5 —0.7 1.6 —3.0 6.3 Hl iT 
Personal consumption............ 299.5 —0.9 1.0 —2.6 4.6 3.4 5.8 
basalts eneds 0. ke ee 42.5 —1.7 0.8 —4.0 222) 0.1 32 
Non-durable goods............. 142.9 —0.9 (aie 0.3 Io) 1.9 1.4 
Sn eer ee eee ee 114.2 1.6 0.8 2, 1.4 1.4 133 
Gross private fixed investment. ... . 7.4 —l,1 —0.3 —3,2 es 2.0 2.3 
Residential construction........ 18.1 Aye —0.4 —1.0 It ue 0.8 
Other construction............ 15.9 =02 0.7 = 0.2 3 ie =o 
Producers’ durable equipment. . . 23.4 —0.7 —0.6 —2.2 0.4 Ie Lv 
4 h f goods and 
pee er 908 07 1.0 3.0 ie 1.0 2.6 
Rederaleteet ree ee eee eae. 4.2..7 0.2 —1.3 15 1.6 Oa) 1.8 
Cit ATO LOCAL ee bs ets ae taiaes 37.8 0.6 0.3 LS —02 0.8 0.6 
Net exports of goods and services. . ae 0.6 a ae aa ae, ie 
Pe ere dD. a A AU ees ryt 5 
ee eae ee ae omar re Wee ee EEL ie 
in iny “(othe (= eee 4.9 —2.6 —3,4 —2.1 6.1 1.0 0.8 
Rated ie come Re a) 4 4.7 2.7 ay —22 5.9 is 1.0 
i ee ee ve 0.2 0.1 Bia 0.1 0.1 =) ~0.2 
— —5 Dae ( J 
Gross national product......------- 443.4 —3.2 1.8 0.2 ee Bie: 123} 


Source: United States Department of Commerce, Survey of Current Business (Washington, D.C.). 
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sharply during the fiscal year 1959, levelled off in the 
following year; computed on the national accounts 
basis, the federal government budget deficit of about 
5 hillion in the fiscal year 1959 was replaced by a 
surplus of over $2 billion in the following fiscal year. 


Table 4-1 gives a general indication of the changes 
in the major components of demand during the reces- 
sion and in the first phase of recovery. It can be seen 
that there was a decline in final demand in the third 
quarter of 1960 despite an improvement in the foreign 
balance and a moderate rise in public consumption. 
The primary reasons for this slackening in final de- 
mand were a decrease in durable consumption and a 
fall in fixed investment activity; the former was re- 
flected in a rise in the share of personal disposable 
income devoted to savings. The fall in fixed investment 
demand resulted largely from a reduction of business 
outlays on new plant and equipment reflecting a steady 
increase in the volume of idle equipment and a worsen- 
ing of business expectations. The rise in the level of 
excess capacity during the year preceding the recession 
resulted from a failure of industrial production to keep 
pace with the enlargement of productive capacity. In- 
dustrial production in the months preceding the reces- 
sion was no higher than it had been a year earlier, 
bliHoughsarowine bieinessexnenditure om plait ame 
ere ss cating creased ite Cpr cde omcatme tr om 
industry during that period. = =—<“<i—‘“‘; 3}CTC™” 

As indicated by table 4-1, aggregate demand_and 
producti re more severely affécted by a change i 
business inventory policies due to a shift in business 
expectations than by the decline in final demand. The 
declines in consumer expenditure on durables and in 
fixed investment activity after the middle of 1960 were 
largely responsible for a change in the optimistic busi- 
ness expectations entertained earlier in the year and 
for the inventory movements during the recession 
shown in the table. 


As in the case of the preceding recession in 1957/58. 


the public sector played a dominant part in halting the 
recession in the first quarter of 1961.° The public sector 
has AE cE: driving force behind the 
expansion of production since the end of the recession. 
A large number of administrative and legislative meas- 
ures taken by the Federal Government were aimed 
directly at stimulating economic activity: others. 
though not related to economic conditions, neverthe- 
less had a significant expansive impact on the economy. 


With the slackening in economic activity in the 
middle of 1960, the “built-in stabilizers” in the econ- 
omy came into operation; a sharp rise in payments o 
unemployment insurance bénefits in the second half of 
the year helped in suStaining personal incomes. In ad- 
dition, the Government took a number of measures to 


3 For a detailed analysis of the role of the public seetor in 
the 1957/58 recession and the subsequent recovery, see United 
Nations, World Economic Survey, 1958 (Sales No.: 59.11 a) 
pages 184 to 189. aida 
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stimulate demand. Credit conditions, which had been 
eased earlier in the year, were relaxed further 
through successive reductions in Federal Reserve Bank 
discount rates and in reserve requirements against de- 
mand deposits for central reserve city banks. A number 
of measures were also taken to aid residential con- 
struction, which had declined steadily since the middle 


of 1959. 


Early in 1961 the Government took additional meas- 
ures to halt the recession and promote economic re- 
covery. Federal procurement and construction pro- 
grammes, including construction of federal-aid high- 
ways, schools and post offices, were accelerated and tax 
refunds were expedited. The payment of veterans’ life 
insurance dividends was advanced; the total dividend 
of $258 million payable over the entire calendar year 
was made in the first quarter. In addition, a special 
dividend payment of $218 million was made in June 
and July. Price supports were raised for most price- 
supported commodities for the 1961 crop year, and 
payments to farmers for storage of crops under price 
support loans were expedited. Legislation was enacted 
providing for a temporary extension of the period dur- 
ing which unemployment insurance benefits might be 
paid; social security benefits were increased and aid 
was extended to children dependent on unemployed 
persons.* 


Other federal expenditures were stepped up in 1961, 
notably in the areas of defence and space exploration. 
There were also increases in federal grants to states 
and localities for urban renewal, area redevelopment, 
highways and public assistance. and in payments to 
farmers as a result of participation in the feed grains 
programme. 


It can be seen from table 4-1 that government ex- 
penditure on goods and services rose sharply in the 
first quarter of 1961; this increase was almost sufh- 
cient to offset the decline in fixed investment during 
that quarter. Public consumption continued to provide 
a powerful stimulus to the expansion of demand and 
production during the first phase of recovery covering 
the remaining three quarters of the year. Aggregate 
demand was also sustained through the measures de- 
signed to increase transfer payments to individuals. 
These payments had the effect of sustaining personal 
incomes and expenditure during the recession and of 
stimulating the growth of this component of demand 
in the first phase of recovery. 


It is possible to obtain a broad indication of the 
expansive role of the public sector from table 4-2 which 
sets forth the government budget position in 1960 and 
1961. It can be seen that the balance on the total gov- 


* For details of these and other executive and administrative 
measures and of legislative recommendations and actions in 
1961, see “Annual Report of the Council of Economic Adyisers” 
in ee el Report of the President (Washington, D.C, Tare 
ary L962). i j 
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Table 4-2. United States: Government Receipts and Expenditures in the 
National Income Accounts, 1960 and 1961 


(Billions of dollars; seasonally adjusted annual rates) 


Total government 


Federal government State and local government 


4 Surplus or 
Period defuis ree Surplus or Surplus or 
- - 2 defici = eficit (— 
Receipts Expenditures aes no Receipts Expenditures si ee, Receipts Expenditures a 
nad product ? ; 5 
eos ee ee 
1960 
BirSt halts, cao ae 139.7 134.7 5.0 97.0 91.5 oD 48.9 49,4, —0.5 
Second half... .. 138.6 139.8 —1.2 95.1 94.2 0.9 49,5 OURO) —2.1 
1961 
Brest Nalinmnsseces x 139.4 146.6 —7.2 94.6 99.5 —4,.9 51.6 54.0 —2.4 
secondhalie 2... 251.1 156.6 —3.5 101.2 103.8 —2.6 53.0 56.0 —3.0 


eee 


Source: Economic Report of the President, January 1962, and 
other official sources. : 

Note: Federal grants-in-aid to state and local governments are 
reflected in federal expenditures and state and local receipts and 


ernment budget in terms of the national income ac- 
counts, at a seasonally adjusted annual rate, shifted 
from a surplus of $5 billion in the first half of 1960, 
to a deficit of $1.2 billion in the second half of that 
year, and to a deficit exceeding $7 billion in the first 
half of 1961. Although government expenditure con- 
tinued to grow rapidly until the end of 1961, the budget 
deficit was reduced by about $2 billion in the second 
half of the year, owing to a substantial rise in tax 
revenue which accompanied the recovery in economic 
activity. 


As indicated by table 4-2, particularly significant 


was the steep rise in federal expenditure. The growth 


in these outlays in the second half of 1960 reflected the 
increase in transfer payments to persons and the 
expansion in non-defence expenditure. In 1961, how- 
ever, about half of the rise in total federal expenditure 
was accounted for by the growth in defence expendi- 
ture. 


Monetary and credit policies followed by the Fed- 
eral Reserve and the Treasury during the recession 
and in the first phase of recovery were also designed 
to promote the expansion of economic activity. As 
noted earlier, monetary policy, which had been re- 
strictive early in 1960, was gradually reversed in the 
course of that year. During 1961 Federal Reserve and 
Treasury debt operations provided the basic liquidity 
for economic expansion; the Federal Reserve increased 
member bank reserves by about one billion dollars 
through substantial net purchases of United States 
Government securities. The monetary and debt man- 
agement policies were generally directed at holding 
down the long-term rates of interest which actually 
declined until May and rose only moderately there- 
after. At the same time downward pressure on short- 


expenditures. Total government receipts and expenditures have 
been adjusted to eliminate this duplication. 
® Quarterly averages. 


term rates was deliberately avoided so as to discourage 
the outflow of funds to foreign money markets. 


Among the federal credit programmes particularly 
important as expansive factors were those aimed at 
encouraging residential construction. As noted earlier, 
a number of measures were taken in 1960 to stimulate 
housing investment. These were followed by several 
additional measures in 1961: the maximum permissible 
interest rate on insured home loans of the Federal 
Housing Administration (FHA) was reduced in two 
successive stages in February and May from 5.75 per 
cent to 5.25 per cent; purchase and selling prices for 
federally underwritten mortgages under Federal Na- 
tional Mortgage Association (FNMA) secondary mar- 
ket operations were raised in a series of steps. In ad- 
dition, the Federal Home Loan Bank Board took a 
number of actions to encourage the flow of funds into 
housing construction. Other measures taken to pro- 
mote construction activity included a request to local 
public agencies in February to accelerate urban re- 
newal activities and an elimination by FHA in July of 
the continuing service charges formerly permitted for 
certain home mortgages. 


The above measures were instrumental in reversing 
early in 1 the dectining trend in residentiat-con- 
struction which hadcontinued since the middle of 
1959--nvestment in housing revived after the first 
quarter of 1961 and continued to grow at a relatively 
rapid pace until the end of the year. As shown in table 
4-1, the rise in this component of investment accounted 
for the greater part of the expansion in fixed invest- 
ment demand during the early phase of recovery in the 
second and third quarters of 1961. 


The upturn in industrial production after February 
1961 resulted in a gradual increase in the rate of 
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utilization of equipment and in a rapid growth in cor- 
porate profits which had fallen steadily since the end 
of the first quarter of 1960. These developments had a 
favourable impact on business confidence which re- 
ceived additional stimulus from a steep rise in new 
federal obligations foreshadowing a substantial expan- 
sion in outlays. 


The improvement in business men’s expectations was 
reflected in their fixed investment decisions and_in- 
ventory policies. The decline in business expenditure 
on new plant and equipment was halted in the second 
quarter of 1961, and there was an appreciable rise in 
this component of demand during the second half of 
that year. At the same time busines ks, which had 
been reduced in the-latter phase of the recession, were 
rapidly built up. It can be seen from table 4-1 that this 

Ne ese rome TE . . . . 
swing in inventories made a substantial contribution 
to the growth of production during the early months 
of recovery; in the second quarter of 1961, it accounted 
for about one-half of the total rise in production. 


The recovery in economic activity was accompanied 
by a steady and rapid expansion of personal income 
and consumption due largely to an increase in employ- 
ment and in weekly hours worked, discussed later in 
this chapter. Although consumer outlays helped to 
sustain the growth of aggregate demand, they did not 
keep pace with the rise in personal disposable income 
until the closing months of 1961. The ratio of personal 
savings to personal disposable income rose in the sec- 
ond and third quarters of 1961, but remained un- 
changed in the fourth quarter following an upsurge in 
consumer expenditure on new automobiles. 


As indicated in table 4-1, there was some deteriora- 
tion in the foreign balance of the country during the 
recovery. The growth in exports experienced in 1960 
was halted in 1961, owing partly to the slowing down 
in the pace of business expansion in western Europe 
discussed below. On the other hand, the volume of im- 
ports, which had declined during the recession, recov- 
ered to its pre-recession level; part of this rise, how- 
ever, was accounted for by the rebuilding of inventories 
of imported goods and did not have an adverse effect 
on the growth of domestic demand. 


Economic developments in Canada during 1960 and 
1961 broadly resembled those in the United States and 
were partly influenced by the fluctuations in demand of 
that country described above. As shown in chart 4-1, 
however, the amplitude of fluctuation in industrial pro- 
duction was more moderate in Canada than in the 
United States; this was partly due to a more pro- 
nounced inventory swing in the latter country. Pro- 
duction declined mildly after the early months of 1960, 
and levelled out thereafter for about a year before a 
sustained recovery set in after the first quarter of 1961. 


As in the case of the United States, an important 
factor in the decline of production in Canada after the 
opening months of 1960 was-a-slackening in fixed in- 
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vestment -demand. It can be seen from table 4-3 that 
the volume of business gross fixed investment in 1960 
was substantially lower than in the preceding year. 
The greater part of the decline was accounted for by 
residential construction, which was adversely affected 
by a sharp contraction in the lending activity of the 
chartered banks and the Central Mortgage and Hous- 
ing Corporation. Business expenditure on plant and 
equipment was also moderately lower than in 1959. 
The main factors which helped in sustaining the vol- 


ume of final demand during 1960 were a growth of 
exports to western Europe and a rise in public and 
private consumption; exports to the United States 
were adverscly aWocted by the vecussion ir that coun- 
try. Business-inventory policies in the course of the 
year, which reflected the developments in final demand 
mentioned above, also had an adverse effect on pro- 
duction; the rate of inventory accumulation, which 
was high in the first quarter of 1960, fell sharply in the 
second quarter; this was followed by a liquidation of 
stocks in the third quarter. 


Towards the end of 1960 the Government took a 
number of measures to stimulate economic activity 
and reduce the level of unemployment. The Municipal 
Winter Works Programme, which is designed to create 
additional employment opportunities during the winter 
months, was started six weeks earlier than usual and 
was expanded to include additional types of projects; 
the Canadian Parliament enacted legislation providing 
for technical and vocational training assistance to 
workers, and lending terms under the National Housing 
Act were liberalized. The latter measure, together with 
an easing in conditions of mortgage credit in the 
course of 1960, was instrumental in stimulating hous- 
ing investment in the course of 1961. 


The recovery of economic activity in Canada after 
the first quarter of 1961 was also aided by a continued 
expansion in the volume of exports and of government 
expenditure on goods and services. Exports were in 
particular stimulated by the revival of economic ac- 
tivity in the United States and by special sales of 
wheat to mainland China and eastern Europe which 
helped in reducing the volume of farm inventories.® 
Business expenditure on plant and equipment did not 
recover until the second half of the year and advanced 
only moderately: for the year 1961 as a whole ex- 
penditure was slightly lower than in the preceding year 
(see table 4-3). The growth in personal consumption 
contributed to the expansion of demand and produc- 
tion, but generally did not keep pace with personal 
disposable income. Non-farm business inventories, 
which had been reduced moderately during part of 
the recession, rose slowly until the last quarter of 1961 
when stock accumulation became more pronounced. 


5 Higher wheat export sales made it possible for the Canadian 


Ber. Board sharply to increase participation payments to 
armers. f 
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Chart 4-1. United i 
nited States and ee Ta ial Indices of Industrial Production, 


(Seasonally adjusted; first quarter 1960=100) 
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Source: For the United States, see table 4-1; for Canada, Dominion Bureau of Statistics, Canadian 
Statistical Review (Ottawa). 
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Table 4-3. Canada: Gross National Product and its Components, 1959-1961 


(Billions of Canadian dollars at 1957 prices, except as indicated) 
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Source: Canada,‘Dominion Bureau of Statistics, National Accounts, Income and Expenditure, Fourth 


Quarter and Preliminary Annual, 1961 (Ottawa, 1962). 
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Despite the rapid expansion of economic activity 
in North America after the early months of 1961, the 
rise in production for the year as a whole was rela- 
tively small as compared with that for western Europe 
and Japan. Both in Canada and the United States gross 
national product in 1961 was only about 2 per cent 
higher than in the preceding year; as shown below, 


- ® Changes in business inventories are in billions of Canadian dollars at 1957 prices. 


considerably higher rates of growth were attained in 
most other industrial countries during 1961. In Can- 
ada, a poor grain harvest resulting from drought con- 
ditions in the prairies was responsible for a production 
loss equivalent to about one per cent of the gross na- 


tional product. 


Slower growth of production in western Europe and Japan 


The economic upswing in western Europe and Japan, 
which started in the latter part of 1958, came to a tem- 
porary pause in the course of 1961. The pace of ex- 
pansion in industrial activity in western Europe had 
already slowed down in the course of 1960; this trend 
continued into the early months of 1961. Thereafter, 
the seasonally adjusted index of industrial production 
for the group as a whole levelled off for about six 
months before rising moderately in the last quarter of 
1961; the rise continued into the early months of 1962. 
lor the year 1961 as a whole the volume of industrial 
production—in—western—brepe—wasabouts—perrent 
above the tevet ot 1960-as compared with aTate- o f 


erowth of 


It can be seen from table 4-4 that the rate of increase 
in industrial production in 1961 declined in all coun- 
tries of western Europe with the exception of Norway. 
The decline was relatively moderate in Belgium and 


Sweden, but more pronounced in the other countries 
and particularly steep in the Netherlands and _ the 
United Kingdom. In the latter two countries and in the 
Federal Republic of Germany, the seasonally adjusted 
index of industrial production declined for a substan- 
tial part of the year; in the Federal Republic and the 
Netherlands this occurred during the second and third 
quarters and in the United Kingdom after August 1961. 
In Japan, the boom in industrial activity did not come 
to a halt until the end of 1961, and the rate of growth 
of production in that country was. as in the earlier 
years of the upswing, appreciably higher than in west- 
ern Europe. 

The foregoing developments in industrial activity 
were instrumental in slowing down the expansion of 
total product in most countries of western Europe and 
in Japan in 1961. As indicated in table 4-4, however, 
the deceleration in the growth of the gross national 
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Table 4-4. Western Europe and Japan: Industrial Pr 


oduction and Gross National 


Product, 1959-1961 


(Percentage change from preceding year) 


Gross national product 


te ' Industrial production (at constant prices) 

1959 1960 1961 1959 1960 1961 

Western Europe®................, 6 10 5 5 ( | 
Austria Dee oe ee 6 10 4 4 5 
LAC Se a ee a 5 6 5 4 1 3 
Denmark IE ROS ee 8 5) 7 : 
Barat eet ET Lag 14 ” 7 3 6 
France. iy ene Sar eae 3 12 6 9 6 nl 
Germany (Federal Republic)... . . . 7 Il 6 7 9 5 
eee 10 15 10 8 7 8 
Netherlands. ee 9 13 il 6 3 2 
Norway SE eee ee 6 vi 7 4 6 5 
Sweden Ce Ge 4, 6 5 ey 4 3 
United Kingdom........... ie 5 iG 1 4 4 ; 
Foca’. 2... 24 27 22 18 13 10 


Source: Division of General Economic Research 
and Policies of the United Nations Secretariat. 
based on data from replies of Governments to the 
United Nations questionnaire of November 1961 
on economic trends, problems and policies; Or- 
ganisation for European Economic Co-operation, 
General Statistical Bulletin (Paris) ; st official 
national sources. 


product was relatively moderate as compared with 
that of industrial production, owing largely to a con- 
tinued rapid expansion of the service sectors of the 
economy. In Italy and Sweden total production in- 


creased slightly faster in 196] than in the preceding 
year despite a stower rise in industrial production, a 
development which is partly explained by the fact that 
agricultural production, which had fallen in 1960, re- 
covered in 1961. 


The slowing down in the rate of growth of produc- 
tion in western Europe resulted in part from shortages 
of manpower in certain countries. The expansion in 
demand-and production in the first two years of the 
upswing—1959 and 1960—had been accompanied by 
a substantial rise in employment and a steady decline 
in the level of unemployment. Shortages of skilled 
labour were experienced in some sectors of the econ- 
omy; this was particularly true of the construction 
industry in several countries. In such conditions some 
reduction in the rate of growth of production as com- 
pared with the earlier phase of the boom was probably 
inevitable. 


Equally significant in lowering the rate of increase 
of production, however, was a slackening in aggregate 
demand in the course of the year. A marked weaken 
ing in final demand in some of the major western 
European countrieé Ory 


accumulation, as indicated in table 4-5, and to a 
levelling off or a fall in the volume of industrial pro- 
duction in the course of the year. Particularly impor- 
tant in lowering the over-all rate of growth of produc- 


*European members of the Organisation for 
Economic Co-operation and Development; ex- 
cludes Finland. Gross national product data of 
member countries combined on the basis of 1954 
prices and exchange rates. 

> Figures of gross national product are in respect 
of the fiscal years beginning 1 April of the years 
specified. 


tion of the area as a whole was a weakening of demand 
in the Federal Republic of Germany and the United 


Kingdom, which together account for over one= of 
the industrial production of the area. ————__ 


An important factor in slowing down the rate of 
growth in western Europe was a_weakening in export 
demand from countries outside the area, discussed later 
in this chapter. The rapid rise in exports had, as indi- 
cated in the following table, played a significant ex- 
pansive role in the early phase of the upswing, but it 
came to an end in the course of 1960 owing to the 
economic recession in North America and a slackening 
in the import demand of the primary producing coun- 
tries. During 1961 exports of western Europe to the 
rest of the world dropped slightly; there was also some 
slowing down in the growth of intra-European trade, 
but this was largély a result rather than a cause of the 
easing in demand. 


Western Europe," combined gross national product and 
merchandise exports to rest of world” 


(Percentage change from preceding year) 


Gross national Exports to 


Year product rest of world 
OSD rere eth ee tie aet a 5 

1196 Onsen iBii vi Rea aR Netti smiretieentniety 6 vi 

1: Lary tee ee emerges ce ee eee 4 —l 


Source: See table 4-4. 
a European members of the Organisation for Economic Co- 


operation and Development. 
» Gross national product at 1954 prices and exchange rates; 
exports at constant prices. 
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Table 4-5. Western Europe and Japan: Gross National Product and its Major Components, 
by Country, 1959-1961" 


(At constant prices; percentage change from preceding year) 
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It can be seen from table 4-5 that the rate of increase 
in the volume of exports of goods and services declined 
in all countries of western Europe and in Japan in 
1961. The decline was very pronounced in all coun- 
tries with the exception of Italy, where export demand 
continued to provide a strong stimulus to production. 
There was also some slowing down in the rate of 
growth of imports in western Europe associated with 
the slackening in the pace of industrial expansion and 
a slower rate of inventory accumulation. Imports, how- 
ever, rose moderately faster than exports and the real 
foreign balance declined in all countries with the ex- 
ception of Italy, Sweden and the United Kingdom. 


In Japan, where industrial production rose at a 
rapid pace until the end of the year, the rate of growth 
of imports was maintained in 1961; government lib- 
eralization of imports contributed to this development. 
The rapid rise in imports was accompanied by a weak- 
ening in export demand, with the result that a severe 
deterioration occurred in the balance of payments, 
prompting the authorities to take a number of meas- 
ures aimed at restraining the growth of domestic de- 
mand and imports. These measures included a raising 
of discount rates by the Bank of Japan coupled with 
a request to private banks to restrict business loans, an 
increase in the rate of advance deposits required for 
imports and a curtailment of public investment. Gov- 
ernment policy was instrumental in slowing down the 
expansion of business investment and in easing the 
pressure of domestic demand towards the end of 1961. 


Throughout most of 1961, as in the preceding year, 
fixed investment demand was the most expansive com- 
ponent of demand in western Eu . In 
most countries the rate of growth of fixed investment 
was appreciably higher than that of gross national 
product; particularly steep was the rise in industrial 
investment (see table 4-5). There was, however, some 
slowing down in the rate of increase of fixed invest- 
ment in the course of 19601, and for the year as a whole 
it rose less than in 1960 in all countries except Belgium, 
France and Norway. In the first two countries, where 
the upswing in economic activity had started later, an 
acceleration in business investment was largely respon- 
sible for a bigger rise in total fixed investment in 1961. 
In Norway a steep rise in investment in ships, which 
had fallen in the preceding year, helped in raising the 
rate of growth in total fixed investment substantially 
above that recorded in 1960. 


The slower pace of expansion in fixed investment 
demand in 1961 was, as indicated in table 4-5, partly 
accounted for by a lower rate of increase in industrial 
investment. The boom in industrial investment, which 
had started after the first phase of the upswing, came 
to an end in many countries during 1961, a develop- 
ment which contributed to the easing in demand pres- 
sures. This was particularly true of the Federal Repub- 
lic of Germany and the United Kingdom. In the former 
country new orders for capital goods were moderately 


lower in the second half of 1961 than in the first half 
of the year. Similarly, in the United Kingdom, new 
orders for the home market in the machine tool indus- 
try declined after the first quarter of 1961; this ten- 
dency has continued in both countries into the early 
months of 1962. Although for the year 1961 as a whole 
fixed investment in manufacturing in the United King- 
dom rose moderately faster than in 1960, there was a 
fall in this component of investment between the third 
and fourth quarters of 1961. 


With the slowing down in the expansion of fixed 
investment and export demand, public and private Con- 
sumption assumed a greater significance in the growth 
of aggregate demand and production during t96t. In 
most-countries of western Europe and in Japan the 
contribution of government expenditure on goods and 
services to the rise in aggregate demand was substan- 
tially larger in 1961 than in the earlier years of the 
upswing. This was particularly true of the United 
Kingdom where the rise in public consumption, due 
largely to an increase in defence and local authorities’ 
expenditure, accounted for about one-third of the mod- 
erate rise in total product. 


Considerably more significant, however, was the role 
of personal consumption in stimulating the expansion 
of suetencte deniand ij1Solgihaeoe errant 
of consumer demand for goods and services during the 
year followed a rapid growth in personal incomes for 
which increases in employment and especially in wage 
rates were largely responsible. It can be seen from 
table 4-5 that, with the notable exception of the United 
Kingdom, personal consumption rose in all countries 
more rapidly in’relation to total output durmg 1961 
than it had in the earlier years of the upswing. The 
expansive role of consumer expenditure was particu- 
larly important in Austria, the Federal Republic of 
Germany and the Netherlands. The uneven rates of 
growth of consumer expenditure in Sweden during the 
three years of the upswing, indicated in the table, re- 
sulted in part from government announcements of a 
turnover tax from the beginning of 1960 and an in- 
crease in that tax at the beginning of 1962; these an- 
nouncements, which were made in advance of the 
introduction of the taxes, resulted in an exceptionally 
large volume of purchases at the end of 1959 and 1961. 


In the United Kingdom, consumer demand, strongly 
influenced by government policies, restrained the 
growth of production significantly during the second 
halves of 1960 and J961. Consumer expenditure rose 
rapidly in 1959 and the early months of 1960 in line 
with the growth of production. During the first half of 
1960 the Government took a number of measures to 
limit the expansion of demand; apart from restrictive 
monetary measures of a general character, hire-pur- 
chase facilities were curtailed at the end of April, 1960. 
Personal consumption levelled off in the second and 
third quarters of 1960 and declined moderately in the 
last quarter of the year. This was instrumental in halt- 
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ing the growth of industrial production, which re- 
mained generally unchanged between May 1960 and 
February 1961. Following an easing in hire-purchase 
terms in January 1961, there was a revival in consumer 
demand and industrial production, owing largely to a 
significant recovery in the purchase of motor-cars in 
the first half of the year. In July 1961, however, after 
a substantial outflow of short-term capital, the Gov- 
ernment introduced a new series of restrictive meas- 
ures in an effort to restore confidence in sterling and 


strengthen the balance of payments position. These 
measures included the imposition of a surcharge of 10 
per cent on purchase tax and the other main customs 
and excise duties, an advance in bank rate from 5 to 7 
per cent and further restrictions of credit; at the same 
time the Government called for a wage pause. The 
measures in question halted the flight of capital, but 
had an adverse impact on consumer demand and on 
industrial production, both of which declined during 
the second half of 1961. 


Developments in employment, wages and prices 


The business upswing in the industrial countries dis- 
cussed above was accompanied by a rise in employment 
in 1961. It can be seen from table 4-6 that total civilian 


Table 4-6. 


and manufacturing employment was in all countries 
higher in the last quarter of 1961 than it had been a 
year earlier. In some countries of western Europe and 


Changes in Employment and Unemployment, Fourth Quarter 1959-1961 


Total Employment 


Total Employment ' 
civilian in manu- /nem- civilian in manu- Inem- 
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Source: Statistical Office of the United Nations, Monthly 
Bulletin of Statistics; and official national sources. 

a yereent: P 

‘The percentage of unemployment relates generally to the 
ratio of registered applicants for work or surveyed unemployed 
to the civilian labour force available for hire in the fourth 


quarter of the years specified. Unemployment percentages are 
not, however, comparable between countries owing to differences 
in definition and seasonal variation. 
Bi Diskenhs ane ; 
Percentage changes in annual averages, compared with 
preceding year. 
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in Japan, however, the easing of demand was reflected 
in a slowing down of the rate of growth of employment, 
especially in the manufacturing sector of the economy. 
The volume of unemployment nevertheless declined 
and the number of unfilled job vacancies rose in most 
countries during the year (see chart 4-2). In the United 


Kingdom, however, the slackening of demand in the 
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second half of 1961 resulted in a moderate increase in 
unemployment and a fall in the number of vacancies. 
In North America the recovery in economic activity 
after the early months of 1961 resulted in an increase 
in total civilian and manufacturing employment. As in 
the earlier post-war recoveries, however, employment 
increased appreciably more slowly than production be- 


Table 4-7. Cost Components and Wholesale Prices of Manufactured Goods, 
1959-1961 


Di asvenga ss) ‘ , * A) nee 
(Percentage change from preceding year) 
LLL ra Ti LE i SS 


Wholesale 
C Output per Hourly Labour cost Import prices prices of 
ountry and year man-hour earnings per unit of eed Wares be 
of output materials goods 
Western Europe 
Austria 
ee... ex <c. 8 8 = ar 
ee 7 10 3 13 
eM ee ne koe! 2, 6 4 
France 
OE a AES Toak eae aaa 7 6 —l 9 7 
SOR et Ge 9 7b = 6 4 
So ae ie eee a 4 SP 3 =) 3 
German) (Federal Republic) 
LU So ee Ne ORE 8 5 = —7 | —l 
iad hee Seek 8 g i 2 1 
tee et os NS 10 5a =4 2 
Netherlands 
LAS NS Bee os a8 ae 8° Be —3 = 
BR ee HORE Oy AG ani 10° ie 2 = 
Bo Oi eee nel at ee = DP —3 = 
Norway ‘ 
Sesh ere eee Sa ere os oe ges <" if io) = 
Oe cen SG 8 ere 4e 4 —2 2 
dud 2 oe Sates Cee oe ee eee 3s 4 —l —- 
Sweden - ‘ : 
foo EA ee Soe Ae roe af: =) —_ 
oe a On are ie 6 2 2 
IM gd! Siete Aa Aes Cena 28 9 tL 3 
United Kingdom 
a ey 5 4 = =f iz 
POE ee eran eae a sc 5) 38 3 3 : 
Uae Sages cee ee Oe eee ] i d —l 2 
Canada 
(NOISES 2/008 oe ae ter ee eae ae | 3 — 1 it 
2 Ua ae lea 2 4 - ar 
NOG A oppo epee Rae Pare ee eee 2 3 =; 
Japan ; 2 = » 
PE; eae tie AeA ear seas a bs 13 2 aa a | 
Ree Ge ey ee ee er ee erase 10 o =i 3) eS) 
OR te Ss uh, 283 10 10 — = l 


Source: Division of General Economic Research 
and Policies of the United Nations Secretariat, 
based on data from Statistical Office of the United 
Nations, Monthly Bulletin of Statistics; Organisation 
for Economic Co-operation and Development, 
General Statistical Bulletin; and official national 
sources. 


“ The figures are not comparable between coun- 
tries because of differences in definitions and the 
methods of computation. 


> Hourly wage rates. 


© Output per worker. 
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d Number 
4.2, Western Europe: Number of Unemployed an 
mee : of Vacant Jobe, 195051061 


(Quarterly averages in thousands, seasonally adjusted; ratio scale) 


France 
Austria x 
100 
100 
50 
M eteurhes A 50 
25 a 
Belgium Netherlands : 


100 yee 
100 ze 


United Kingdom 


ge 50 
25 
Federal Republic of Germany 


» . 
250 ae 
1959 1960 1961 1959 1960 1961 
Unemployed. = = se Reece een cee Vacant jobs 


Source: Organisation for Economic Co-operation and Development, General Statistical Bulletin (Paris). 
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cause of a rise in the number of hours worked per week 
and in labour productivity. Consequently, although 
industrial production in the United States recovered 
after February, the seasonally adjusted figures of un- 
employment did not start declining until three months 
later. Between May and December 1961, however, un- 
employment fell from 7 to 6 per cent of the civilian 
labour force after allowing for seasonal factors; this 
trend continued into the early months of 1962. In both 
Canada and the United States, unemployment remained 


higher than the level considered normal by the Gov- 
ernments throughout the first year of the recovery. 


Wage rates and hourly earnings rose substantially 
in 1961; as shown in table 4-7, in many countries 
labour earnings in 1961 rose at the same rate as in the 
preceding year and in some of them even faster. Par- 
ticularly marked was the rise in hourly earnings in 
France, the F epublic of Germany a weden; 
in the latter two countries the volume of unemploy- 


Chart 4-3. United States: Monthly Indices of Manufacturing Production and 
Wage and Salary Cost per Unit of Manufacturing Output, 1957-1961 


(Seasonally adjusted; average 1957=100) 
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Manufacturing production 
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Wage and salary cost per unit of manufacturing output 


Source: United States Department of Labor, Employment and Earnings Statistics (Washington, 
0 : : E 


D.C.), and United States Department of Commerce, 


Survey of Current Business. 
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ment had declined to very low levels. In the United 
Kingdom most of the rise in wages shown in the table 
see place as a result of wage settlements in the early 
part of the year prior to the adoption of a “wage 
pause” policy by the Government. 


The 1 ra pid rise in wage rates in western Europe was 


accompanied by a stowing—town—in-the—erewth of 
output per man-hour in industry; although the data 
on labour productivity are subject to some uncertainty, 
it seems safe to draw this conclusion from table 4-7. 
was due in part 


The slower rise in labour productivit 
in productive capacity in some 
1e economic upswing entered its 
was, however, also 
an easing of 


to a reduction o 
sectors of industry as 
third year. Labour 
affected adversely in some countries b 
demand in certain key industries, such as steel and 
consumer durables, in the course of the year, which 
resulted in a lower degree of utilization of labour and 
equipment. In Norway and Sweden, where the growth 
of industrial production was maintained in 1961, out- 
put per man rose at a moderately higher rate than in 


1960. 


The above developments in wages and labour pro- 
ively iy ver altad.ansWbetaniial increases ttc! 
per unit of output. The rise in wage costs exerted an 
upward pressure on wholesale prices of manufactured 
goods, which rose moderately in most countries, de- 
spite a fall in import prices of raw materials and a 
reduction in profit margins in some countries. In 
Japan, the rapid rise in manufacturing production 
which continued until the latter part of 1961, was ac- 
companied by a relatively high rate of growth in output 
per man-hour, matching the advance in hourly earn- 


srocductivit 


ings. 

Developments in wages and productivity in North 
America during 196T were very different from those in 
western Europe, largely because of the different phas- 
ing of the economic cycle in the two areas. The recov- 
ery in industrial production after Me early months of 
1961 was accompanie 
man-hour which exceede 


ly earnings. This was reflected in a fall in labour costs 


TacEceee in hour- 


Recent developments 


Expansion of production was accompanied by a 
further advance in foreign trade. There was, however, 
a pronounced slowing down in the rate of growth for 
industrial countries as a whole. In 1961 the quantum 
of imports was only 7 per cent higher than in 1960, 
compared to an increase of 11 per cent from 1959 to 
1960. The change in ageregate imports was the net 
result of a rise of 8 per cent in western European im- 
ports and a fall of one per cent in North American 
imports (see table 4-8). 


In western Europe the falling rate of expansion in 


a ee ee oa 


per unit of output and in a pronounced rise in indus- 
trial profits despite general stability in wholesale prices 
of manufactured goods. 


Chart 4-3 illustrates the experience of the United 
States during the last two periods of recession and 
recovery as regards changes in labour cost per unit of 
output in manufacturing. It can be seen that during the 
years 1957 to 1961, there was a eae tendency tor 


labour cost per unit of ou es a 
of falimg production an echine net 
of recovery. This has Saale argely from the fate 


that labour productivity has risen rapidly during peri- 
ods of rising production but has levelled off or declined 
during recessions; differences in the rate of increase of 
labour earnings between periods of recession and re- 
covery have been relatively small. 


In most countries of western Europe and in Japan 


consumer prices rose more rapidty 1t96+ thar during 
the preceding two years. Food prices advanced sttarpty 
in a number of countries as a result of government 
measures aimed at raising farm incomes by permitting 
an increase in prices of agricultural products; an addi- 
tional factor in some countries was a poor harvest of 
home-grown food. The upward trend in prices of serv- 
ices and in rents and the rise in wholesale prices of 
manufactured goods mentioned above also contributed 
to the rise in the consumer price index. In the United 
Kingdom part of the inerease in consumer prices was 
accounted for by the imposition in July 1961 of a 10 
per cent surcharge on purchase tax and the other main 


customs and excise duties. 


The rise in consumer prices in North America dur- 
ing 1961 wast dustrial 
soo. ake the wholesale prices of manufactures, gen- 
erally changed little during the period of recovery, 
partly because of the decline in wage cost per unit of 
output mentioned earlier. Prices of services continued 
their upward trend in both Canada and the United 
States: the effect of this rise on the consumer price 
index, however. was partly offset by a decline in food 


prices. 


in foreign trade 


domestic activity, reinforced by slower accumulation 
of raw material inventories, led to a lower rate of 


ero America the recession in 
the latter-part of 1960, accompanied by an inventory 
reduction, resulted in falling imports during that year 
and in the early months of 1961: the subsequent recov- 


ery caused imports to rise again in the second half of 
1961. 


E Xports from industrial countries increased by 5 per 
cent in 196] as against 12 per cent in the preceding 
year, partly as a consequence of slower growth in the 
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import demand of the industrial countries themselves, 
and partly as a result of a levelling off in exports to 
primary producing countries. 


Table 4-8. Change in Quantum of Imports and 
Exports, 1959-1961 
(Percentage~change from preceding year) 
$e 


Item and year Industrial Western North 
countries® Europe America 
Imports 
RODD ee weit heme te a 2 1° 10 ally 
OBO) osae tor, tLe. ll fe —4 
WON ieee ae ie a re i 8 —1 
Exports 
ASS 8 Ll =| 
1960. 12 12 13 
USMS EMNE ae icy ees a 5 6 |b 


Source: Division of General Economic Research and Policies 
of the United Nations Secretariat, based on data from Organisa- 
tion for Economic Co-operation and Development, Foreign 
Trade Statistical Bulletins, Series A (Paris). 4 

* Including Japan. 

» First three quarters, as compared with corresponding period 
of preceding year. 


The terms of trade of North America and western 
Europe improved by about 3 per cent from 1960 to 
1961. This was a result of a small increase in the unit 
value of exports and a fall in the unit value of imports 
(see table 4-9). The latter decline corresponds to a 


Table 4-9. Unit Value and Terms of Trade, 
1959-1961 


(Indices, 1953 = 109) 


Item and area 1959 1960 1961 


Unit value of exports 


North America......... 107 108 109 
Western Europe........ 99 100 102 
CAS ate eae ae bye 95 98 96 
Unit value of imports 
North America......... 10] 102 100 
Western Europe... 94 95 94, 
EO Rs ee are Pee 83 83 81 
Terms of trade 
North America......... 106 106 109 
Western Europe........ 105 106 109 
A aa de oe a a 114 119 119 


Source: See table 4-10. 


reduction in the over-all price level of primary com- 
modities. The decline in import unit value in Japan was 
accompanied by a fall in export unit value, so that the 
terms of trade were unaffected on balance. 


The pressure on prices of primary commodities, par- 

ticularly those of agricultural origin, resulted from a 
relatively slow growth of demand combined with an 
expanded supply. On the other hand, prices of manu- 
factures exported by the industrial countries increased 
in 1961 as a result of generally rising labour costs in 
western Europe. Recent movements in the terms of 
trade in favour of the principal industrial countries 
represent the continuation of a trend which has lasted 
for several years; since 1953 there has been an im- 
provement of 9 per cent in the terms of trade in western 
Europe and of 11 per cent in the United States. Can- 
ada, which reduced the external value of its currency 
in the course of 1961, experienced a decline of about 
2 per cent in its terms of trade in that year.® 


Imports of foodstuffs fell between the first three 
quarters of 1960 and 1961, mainly owing to good 
harvests in most western European countries; the ex- 
ception was Italy where imports of food increased. 
Imports of raw materials also declined, partly because 
of the slowing down in industrial production and part- 
ly because of cautious inventory policies accompanying 
uncertainty regarding raw material prices. The reduc- 
tion was particularly marked in the United Kingdom, 
where there had been unusually large imports of iron 
and steel in the first half of 1960. Imports of fuels by 
western Europe continued to increase steadily, re- 
flecting the expanding role of oil as a source of energy. 


Imports of manufactures continued to grow at a 
rapid rate—although less than in 1960—and accounted 
for a major part of the increase in imports by western 
Europe. Imports of machinery in particular expanded 
by about 30 per cent in the first nine months of 1961, 
indicating the continued high level of industrial invest- 
ment in western European countries. 


United States imports fell slightly from 1960 to 
1961, but less than the year before, owing to the start 
of the upswing in business activity (see table 4-10). 
The reduction was mainly in crude materials, basic 
metals and finished manufactures; there was a sharp 
setback in imports of automobiles. Imports of food and 
semi-manufactures changed little. 


The rapid increase in Japanese imports in 1961 re- 
flects not only the continued growth of economic 
activity, but also a further substantial liberalization of 
imports. The expansion was considerable for all com- 
modity categories, though 50 per cent higher for 
finished products than for total imports. 


Changes in the value and commodity composition of 
exports from the industrial countries corresponded 
fairly closely to the shifts in imports discussed above, 
owing to the fact that about two-thirds of these exports 


6 The average exchange rate of the Canadian dollar in 1961 
was 2 to 3 per cent lower than in 1960. Import unit values in- 
creased by more than 2 per cent in terms of Canadian dollars, 
while export unit values were approximately stable, reflecting 
lower United States dollar prices for Canada’s exports of pri- 
mary products. 
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Table 4-10. Changes in Quantum of Exports and 
Imports, by Country, 1959-1961 


(Percentage change from preceding year) 


a 


Country and item 1959 1960 1961 

Belgium and Luxembourg ; 

Exports ieee een ee ote < 13 9 3 

ksi} ones any one wae soe wae | lee 13 6* 
Denmark a ad 

EGportst tis ees oe i 8 i 4s 

Imiportes al oe acevo: 20 2, 4a 
France a 7 

Lior Geka ci ote Bio tiines aera ar 20 WY 5 

Linporicee eaters: reer —2 20 g 
Germany (Federal Kepublic) ; ; 

EXpOriememr i teat ates ner 14 lls) 6 

iniperis nee enet oer ats or oe 21 19 8 
Italy 

| Dsa gfe GiSya ee gee en ero kee 23 zal 20 

ImpOr isan cocre arse ee. 3 42 14 
Netherlands f 

TESCO ORGS ae occa arias seb Rey odoin 12 13 5 

linn Osea peer nae 13 14 a 
Norway 

EXON LSreaterntocmen «Geena mat ll E 5 

DOLLS a. esx okey vies slats 9 Pe) fa 
Sweden 

Exports einai een adese Yeu 8 13 4a 

Tiiporte ta one eo = aie 5) 18 —ls 
United Kingdom 

Bxporis wr sere ian cane tae 4 6 a 

lnaporisataee es Ste. ri 13 —2 
Canada 

Oras eee ee ane segs 3 BY 6" 

ports hist ab histas eakeae 1] —2 —|a 
United States 

WRC ODLS erm mat ota cre —3 15 —] 

Tmiporisrer oer Aa antes 19 —4 —1 
Japan 

ESOL Saat pashan aes eae 19 14 6 

TnpOnin ae Geta eri es oc enc 26 26 32 


Source: Organisation for Economic Co-operation and Develop- 
ment, General Statistical Bulletin, 1962; United States Department 
of Commerce, Survey of Current Business; and Bank of Japan, 
Economic Statistics Monthly (Tokyo). 

“First three quarters, as compared with corresponding period 
of preceding year. : 


go to other industrial countries. There was a general 
expansion in exports of foodstuffs and raw materials 
from western European countries, food exports from 
France registering a particularly noteworthy advance. 
United States exports of grains, tobacco and processed 
foods increased between 5 and 15 per cent, but ship- 
ments of raw cotton, petroleum products and coal fell. 
On balance, United States exports of crude materials 
and foodstuffs remained practically unchanged, 


The value of world exports of manufactures, based 
on data for eleven leading countries, was 5 per cent 
higher in 1961 than in 1960, as against an advance of 
16 per cent in the preceding year.‘ A considerably 
greater than average advance was recorded by the 
Federal Republic of Germany, Italy, Sweden and 
Switzerland, while exports from Belgium, France and 
Canada lagged significantly; the United States experi- 
enced a small absolute reduction in exports. 


As already indicated, demand for machinery in- 
creased considerably, and the value of machinery ex- 
ports from western European countries rose by 17 per 


7 United Kingdom Board of Trade, Board of Trade Journal 


(London), 20 April 1962. 


Chart 4-4. Trade among Industrial Countries, 
1954-1961 


(Seasonally adjusted monthly averages; billions of dollars) 


1954 55 56 57 58 59 60 61 
North American exports to western Europe 
aa eMe wee et ane a Western European exports to North America 
— — — — Western European exports to western Europe 


Source: Organisation for Economic Co-operation and Deyel- 
opment, Foreign Trade Statistical Bulletins, Series A. 
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Table 4-11. Changes in Quantum of Trade between Regions, 1959-1961 


(Percentage change from preceding year) 


To industrial countries 


Regi 4 a ——— To primary To the 
gion and year Total® Western North 3 y ; 


Europe America pheioratss ee 
Exports from industrial countries 
on Scio wna atm onc dea bad Aa a ae 14, Il 22 —2 8 
SS OE Se HS} 2] % —5 9 | 122 
2h. 5 Ele ee er 7b 106 —2 ‘| 5 
North America 
oH ee PA) Oo 5 =) 9 —8 —] 
Oe ca oe ee 16 36 —4, i 
Oh eke cea, sf Db = |p I 
Western Europe 
re EOS 2S OS ees wis Se sls: 18 15 35 — Wil 
TAL, ce oe at Os i : Vi —7 9 2 
IQA oa ee, 10» RY —3 —b 6 
Imports from primary producing countries 
IDES ree cee SP fa coats. ul 10 8 
POG iver. oo: ie pene REE 10 ae cs a 
‘ALS SA ae 5 6 si ee o. 
a ee ee eee 


Source: Division of General Economic Research 
and Policies of the United Nations Secretariat, 
based on data from Organisation for Economic 


Co-operation and Development, Foreign Trade 


cent in the first nine months of 1961. The expansion 
was especially marked in the Federal Republic of 
Germany despite the price increases associated with 
revaluation. United States exports of machinery rose 
by about 10 per cent, and Japan’s by 23 per cent. For 
other manufactures developments varied. Continental 
western European countries experienced a moderate 
expansion in exports of textiles based mainly on trade 
within the European Economic Community (EEC), 
while the United Kingdom and the United States expe- 
rienced a slight reduction. Shipments of motor vehicles 
by all principal producers levelled off or declined. 


An examination of the flows of trade between the 
major economic areas reveals three features as out- 
standing: (1) strongly expanding trade among western 
European countries, as shown in chart 4-4; (2) fluc- 
tuations in transactions between North America and 
western Europe owing to differences in the phasing of 
the business cycle in the two areas, also shown in chart 
4-4, and finally (3) the rather slowly expanding trade 
between industrial and primary producing countries. 


The rate of growth of trade within western Europe 
slowed down from 1960 to 1961, though much less than 
trade with other areas, as may be seen from table 4-11. 
This continues a tendency which has been maintained 
since about 1958 whereby the internal trade of western 
Europe has grown faster than its trade with other 


areas. 


There appear to have been three main phases in the 
development _of intra-European trade since the Second 


Statistical Bulletins, Series A; and official national 
sources. 

® Including Japan. 

> First three quarters, as compared with cor- 
responding period of preceding year. 


ea noe ee assent IEEE 


the western European economy was recovering from 


resources goods which it had previousty had to import 
from other countries. In these circumstances, of course, 
trade among the western European countries grew 
much faster than their imports from the rest of the 
world. This tendency was reinforced by the fact that 
western fat peiasoninhies Hhralelathcuaer ane 
from one another more quickly than those from the 
rest of the world, especially the dollar area. As the 
balance of payments with the dollar area improved, 
however, western European restrictions on imports of 
dollar goods were relaxed, and beginning from about 
1954 the differential liberalization of imports from 
North America and western Europe was progressively 
reduced. Partly because of this lowering of trade bar- 
riers against North America, imports of western 


Europe from the rest of the world rose approximately 
in line with total imports from 1954 to 1958. 


By 1958, much of western Europe’s discrimination 
against imports of dollar goods had disappeared,—or 
was disappearing, so that other influences began to 
make an impact upon the distribution of that area’s 
trade, and once again its internal trade began to grow 
faster than its trade with the rest of the world. The 
difference has been particularly marked in the trade of 
the European Economic Community since 1958. Ex- 
ports of the European Free Trade Association (EFTA) 
countries to one another have also been growing faster 
than those to the rest of the world, but their imports 
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from one another have not moved out of line with im- 
ports from other areas to the same extent, as may be 
seen from table 4-12. 


Table 4-12. Quantum Indices for Internal and 
External Trade in Western Europe, 1960-1961 


(1958 = 100) 


Extra-trade 


Area and year Intra-trade 


Import Export 


OEEC 
OG Otek tee 136 125 116 
OO Riccar 148 1322 116* 
EEC 
1 6 Oe peeee enw Ta2(139) 127 125 
MOGHEs 2 5 cine coca 176(161)> 135 129 
EFTA 
NOG Os acrencce trate 125 125 115 
IS Olea eer epee: ik3)fi 127 120 


Source: Division of General Economic Research and Policies 
of the United Nations Secretariat, based on Organisation for 
Economic Co-operation and Development, Foreign Trade Statisti- 
cal Bulletins, Series A, February 1962 and General Statistical 
Bulletin, March 1962; European Economic Community, Foreign 
Trade, 1962, No. 2 (Brussels). 

“ Based on first three quarters. 

» Figures in parentheses reflect an approximate adjustment for 
the transfer of the Saar from France to the Federal Republic of 
Germany in the middle of 1959. For this purpose, an estimate 
was made of what the value of trade would have been in 1958, 
the base year, if the Saar had been included in the Federal 
Republic’s trade area in that year, as in 1960 and 1961. The 
following data are available: 

Trade of Saar, 1958 (millions of dollars) 


With Federal 


With Republic of With other 
France Germany countries 
Deliver cseyp ssn ree 481 179 81 
IN@CRNDIEN 65.4 fo non eure oil 174 26 


Source: Statistisches Bundesamt, Wirtschaft und Statistik (Stuttgart), July 1959. 


From these figures it follows that trade among tke EEC 
countries would have been about $650 million higher in 1958, 
and that the trade of both France and the Federal Republic of 
Germany would have been 4 to 5 per cent higher. 


Two factors contributing to the greater expansion of 


intra-trade than total trade since vO : e com- 


modity composition of imports and the reduction of 
interna? tariffs. In table 4-13 the intra-trade of EEC 
countries by commodity groups has been expressed as 
a percentage of total imports. While there has been 
some shift towards intra-trade in all the main com- 
modity groups, the change is much less striking than 
might have been expected. Much of the change since 
1958 occurred between 1958 and 1959—partly as a 
result of the transfer of the Saar from France to the 
Federal Republic of Germany. Since 1959, in two of 


the commodity categories—fuels_andmachinery—the 
share of intra-trade has declined, and it is only in 


foodstufls and miscellaneous manufactures that there 
have been significant increases. 


Thus changes in the origin of imports of particular 
commodities resulting from tariff reductions or other 
provisions of the Treaty of Rome do not appear to be 
the main factor in the shift to intra-trade within EEC. 
This may be seen most simply from the fact that if 
EEC imports of all the main commodity groups had 
risen by the same proportion from 1958 to 1961 (that 
is, in the same proportion as total imports) the share 
of intra-trade would have risen only from 30 per cent 
in 1958 to 33 per cent in the first half of 1961, one-half 
of the increase being due to the transfer of the Saar; 
in fact the share of intra-trade in the latter period was 
36 per cent. 


More important, therefore, in explaining the shift 
to intra-trade is the fact that manufactures are the 
fastest growing component of imports, as may be seen 
from table 4-14, an s about half of 
its own import requirements for manufactures, as com- 
pared with much smaller proportions for the other 
commodity groups (see table 4-13). In view of the 
well-known tendency for world trade in manufactures 
to rfsé more rapidly than trade in primary products, 
it isnot surprising that trade among the industrially 
developed western European countries should have 
been increasing faster than their trade wi é rest of 
the world. oe 


— 


While the reductions in the internal tariffs of the 
EEC countries (reaching 60 per cent of the 1957 level 


Table 4-13. European Economic Community: Intra-trade as Percentage of Total 
Imports, 1958-1961 
ee ee ee, Me ek. 


Item 1958 1959 1960 196]4 

: TOTAL 29.6» ‘pinyin’ 34.3 35.9 
Food and beverages. «.. cass uses eas 18.4 22 23.7 23.9 
Ruels* a0. Pheu ierycg 43) Cue au As 21.2 23:3 23.9 DL 
Raw materials CRG TRY, eee ee lillis' 14.4 14.5 14.5 
Machinery . Hicks teat aen Lane 52.2 55.8 92.4 54.6 
Other manufacturers.............. 48.9 Uae 50.8 ee 


eee 


Source: European Economie Community, For- 
eign Trade, 1962, No. 1. : 

* First six months. 

» Adjustment for the transfer of the Saar would 
raise the share of intra-trade in 1958 to about 31.5 


per cent of total imports. The commodity distri- 
bution is not exactly known, but the major part of 
the Saar’s deliveries consisted of fuels, semi- 
finished and finished products of iron and steel 
and chemicals. 
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Table 4-14. European Economic Community: Changes in Imports 
by Commodity Sections, 1958-1961 
Se ee Ee ee 


Item Value of imports, 1960 - err pascal ee 
(percentage) 1958-1960 1960-1961" 
oe : TOTAL 100.0 14.5 8.5 
ee MORO DEVOPAGES 51. cea s deer ins oarce ok 18.5 5.6 0.3 
Geese eA nein’ dies Mee sete ae ee 11.8 —(.2 10) 
Rawrmatenalsa. 6 4.06.5 ccc cs cc dc ccc. c., Bove 13.7 == (Jes 
Miaenmorysrrs st se Te. De 14.4, ZG 28.1 
Othermantifactunes: sess.) ities e-ne, .dloa be. 31.4 Dik 2 8.2 
See 


Source: European Economic Community, Foreign Trade, 1962, No. 2. 


* First three quarters. 


by the beginning of 1962) have not been the main 
factor in the geographic shift in the Community’s 
trade, it is not impossible that the stage has been 
reached at which tariff discrimination, of limited ex- 
tent thus far, will begin to exert a greater impact on 
the trade of EEC as the margin between the internal 
and the external tariff widens. 


Developments in trade between North America and 
western Europe in recent years are illustrated in chart 
4-4. Trade flows in the two directions have not been 
synchronized, because of differences in the timing of 
upswings and recessions. This has resulted in substan- 
tial fluctuations in the balance of trade between the 
two areas, which will be discussed below. Another 
characteristic feature is the tendency of exports from 
North America to fluctuate much more than exports 
from western Europe, despite the larger fluctuations in 
North American industrial production. 


The fact that western Europe’s exports to North 
America did not decline sharply during the recession 
of 1958 has been ascribed to an upward trend in North 
America’s demand for foreign manufactures at a time 
of rapid expansion of productive capacity in western 
Europe and Japan. However, part of the strength of 
western Europe’s exports in 1958 was the result of 
special factors, such as the exceptional success of the 
European small car in the United States market at that 
time, and the expectation of a steel strike. During the 
recession of 1960 United States imports from Europe 
declined som i DO. 


Fluctuations in western Europe’s imports from North 
America in recent years appear to be connected with 
the extent of pressure on domestic resources associated 
with the various phases of business expansion, In ad- 
ditior-to normal trade, the United States has supplied 
marginal demands in western Europe during peak 
periods of expansion, demands which have fallen. off 
sharply when pressures have subsided, as in 1958. The 
acceleration of economic activity In western Europe 
during 1959 and 1960 caused imports from North 
America to increase by 36 per cent, while the slacken- 
ing in the rate of growth in late 1960 led to a levelling 
off in imports from North America between 1960 and 


1961.* Particularly large fluctuations were recorded in 
imports of machinery and transport equipment, which 
increased by 3 per cent from 1958 to 1959 and by 83 
per cent from 1959 to 1960; in 1961 the rate of in- 
crease dropped sharply once again. 


We have seen that the fact that the industrial coun- 
tries have been carrying on more and more of their 


trade with one another rather than with the primary 
praNlGei aE GUN tit cou STE om RNGTal Is eae TA 
the rate of growth of import demand for primary 
soe SEEPS ast AG HOPES ate a ESTE the 
sources of supply of particular commodities. By the 
same token, the share of primary producing’ countries 
in the imports of the industrial countries has been fair- 
ly stable for most commodity groups. The major 
exceptions are the strong upward trend in the share of 
primary producing countries in imports of fuel by the 
industrial countries—owing to the shift to imports of 
petroleum from the Middle East and North Africa— 
and a slight reduction in the share of primary pro- 
ducing countries in imports of foodstuffs. Consequent- 
ly, the major reason for the relatively slow rate of 
growt# of imports by—imdustriat countries _from_pri- 
mary producing countries 1s to be found im the small 


share of the latter countries in the fast growing imports 


of manufactures. 
gered 


While the above holds true in general, in the first 
nine months of 1961 the rate of expansion of imports 
of industrial countries from one another was not 
appreciably higher than imports from primary pro- 
ducing countries (6 to 7 per cent in both cases). This 
is largely because of the sharp decline in imports of 
industrial countries from one another accompanying 
the levelling off in demand in western Europe. 


Exports from industrial_countries to primary pro- 


ducing countries, which had increased by 9 per cent 
from 1959 to 1960, showed little change from the first 
i 1 1 


nine month 


\ 1 ; 
The latter _d ment_a rs to have re rom 


8 Exports from the United States to EEC countries increased 
slightly from 1960 to 1961, but this was more than cancelled by 
a larger fall in the exports to EFTA countries, mainly to the 
United Kingdom. 


144, 


Parr Il. CurrENT ECONOMIC DEVELOPMENTS 


the reduction of export earnings of primary producing 


countries during the tast-sp ‘960. Because 
of the time lag between the ordermg and delivery of 


capital goods, which form a major part of the imports 


of primary producing countries, increases and de- 
creases in export earnings of these countries tend to be 
reflected in corresponding shifts in imports some time 
later. 


The balance of payments 


The balance of trade of the industrial countries as a 
whole changed slightly, from a deficit of $3.2 billion 
in 1960 to one of $3.4 billion in 1961 (see table 4-15). 
Within this total the trade balance of North America 
improved by $900 million while that of Japan deteri- 
orated by more than $1,100 million; there was little 
change for western Europe as a whole. 

Among the countries of western Europe, trade bal- 


ances deteriorated in the Netherlands 
imports associated 


Switzerland as a result of heavy 
with a high level of investment activity. An improved 


balance was experienced in the Federal Republic of 
Germany_and in the United Kingdom, where the terms 


of trade improved by about 3 per cent. 


In a number of countries net income from services, 


notably tourism, increased in 1961 but the~tnited 


Kingdonmrand the federat Repubtic of Germany- ex- 
perienced-rsubstanti TI on SCTVice 


ance. fhe—imerease—im_the tederatRepubtic s trade 
surplus was more than offset by a larger deficit on the 
balance of services (tourism and profits on foreign in- 
vestment in the country) with the result that the over- 
all balance on current account declined significantly. 


The United Kingdom, which had previously been 
running a large deficit in its balance of payments, ex- 
perienced a rise in exports and a decline in imports in 
1961. This resulted in a reduction of more than $700 
million® in the trade deficit which was partly offset by 
a continued decline in the net balance of invisibles 
associated with higher government expenditure abroad. 
The reduction in imports was associated with a fall in 
stockbuilding accompanying the slowing down in busi- 
ness activity. In Japan the internal boom and liberal- 
ization of imports, combined with a slackening in the 
demand for export products, led to a sharp rise in the 
trade deficit. 


Differences between year-to-year movements in bal- 
ances of trade and changes in gold and foreign ex- 
change reserves, as shown in table 4-15, largely reflect 
capital movements. While balances on current account 
generally changed only moderately in 1961, over-all 
balances of payments were considerably affected by 
shifts in short-term capital. And although the current 
accounts of the United Kingdom and the United States 
improved in 1961, there were substantial short-term 
capital outflows from both these countries during the 


® According to balance of payments estimates. Data in table 
4-15 are based on trade returns. 


early part of the year. The cause of these outflows was 
mainly the expectation of further currency realign- 
ments following upon the appreciation of the Deutsche 
mark in March 1961. 


The reserves of gold and foreign exchange of west- 
ern Europe as a whole increased more slowly in 1961 
than in 1960. Of the continental countries, Belgium- 
Luxembourg, France, Italy and Switzerland all added 
more to their exchange reserves in 1961 than in 1960 
despite the fact that trade balances were little changed 
in France and Italy, and actually deteriorated signifi- 
cantly in Belgium-Luxembourg and Switzerland. The 
reserves of the Federal Republic of Germany, on the 
other hand, showed a net reduction, alongside a rise 
in the active balance of trade: this can be seen as an 
effect of policies designed to stop the inflow of short- 
term capital as well as the deterioration on service ac- 
count. In the United Kingdom there was a considerable 
outflow of funds in the first half of 1961, followed by 
an influx of short-term capital in the second half, as 
confidence in the currency was restored; a small net 
increase in reported reserves was made possible by a 
drawing on the International Monetary Fund. 


The slower rate of accumulation of gold and foreign 
——_—_—_- raS . 
exchange reserves in western Europe was accompanied 


by some improvernent-in the postttor-of-Eanada and 
the United “States-and a sharp deterioration—nor-Fapan. 
While thes es WwW s0_attected by tapital 
movements reflecting the ebb and flow of confidence, 
or adjustments in relative interest rates, changes in the 
rate of accumulation of reserves were in the same di- 
rection as shifts in trade balances. Despite the improve- 
ment, the United States continued to run a deficit in 
its balance of payments of $2.450 million, as shown in 
table 4-16. This was financed by an outflow of gold 
amounting to about $850 million and by an increase in 
liquid liabilities to the rest of the world. 


Various measures were taken by the United States 
Government to restore equilibrium in the balance of 
payments. In order to improve the balance on current 
account military requirements overseas were to be 
supplied increasingly from United States sources, and 
foreign aid and grants were, to a larger extent, to be 
tied to purchases of United States goods and services 
(including shipping). Steps were taken to stimulate 
exports by various means, to reduce artificial incentives 
to investment abroad in economically developed coun- 
tries, and to make domestic investment more attrac- 


CHAPTER 4. ReEcEnT TRENDS IN THE DEVELOPED COUNTRIES M5 


Table 4-15. Trade and Changes in Foreign Exchange Reserves, 1960 and 1961 
(Millions of dollars) 


Total trade Change in 
Country (and year seeere Imports, Balance fi eG aes 
Industrial countries 
rel ee eee ate oh HAW airs) da ere AO AOL 82,891 —3,190 
AVES E Montes Sh CORA CORTE eee ae 84,234 87,601 —3,367 
Western Europe 
So Seis var ebony. Ue Bik 50,674 55,974 —5,300 
GD mgrree seeks <i ori oa vn 54,291 59,530 —9,239 
Belgium-Luxembourg 
Ulu sates er SHU) 3,957 —182 200 
Ul. oe Aa, i 3,924, 4,208 —284 230 
Denmark 
UC 1,494, 1,805 —311 —43 
Li or cee et eee ean eae a 1,537 1,870 —333 —2 
France 
Ce ee ee ee 6,862 6,276. 586 350 
A ee 1,223 6,679 544 869 
Germany (Federal Republic) 
eid he a Le ee 11,415 10,103 32 2,204, 
CT Be BO ne 12,687 10,941 1,746 —195 
Italy 
|e utr she ne 3,648 4,725 —1,077 126 
ROE ee ee es Sk. Wek 4,188 op222 —1,034 336 
Netherlands 
Cad 2 OS a ae er 4,028 4,531 —503 403 
fie 71 Nedigitenen: (ll Ae er irae 4,307 5,112 —805 —27 
Norway 
UU as eae ne 880 1,461 —581 27 
EON a. ee oe eee 929 1,615 —686 —5 
Sweden 
ph EY ee ee oe ee 2,566 2,885 —319 54. 
ThE SIP = 2.0 oe ya Nae ar 2,738 2,923 —185 183 
ee) ae 7 a 
ROG eee eA ee sets bts cat 2 248 1,880 2,243 —363 262 
JEP a S26 ene, aaa eee ae 2,043 2,107 — 664, 436 
United Kingdom 
NOG pe Me aerate reat Fa S Fs elas. pce 9,955 12,368 —2,413 489 
LG Mr ree SA cetera cee, take. 605 ols 10,311 svat — 1,560 85 
Canada¢ 
LOE eS ee ea co Ee ene 5,563 6,232 —669 —40 
20 UW. ore eRe rl Seis ORI eae eer D, (91 6,285 —494, 228 
United States 4 
"1960 - vt Specs Oe TO a? OO 19,409 16,194 3.20 —1,703¢ 
iE a a Se, ae ene ee 19,916 15,976 3,940 —8957° 
Japan ‘s 
LSA ie ae Ceeree ae wih ee trek te cei es. sia a 4,055 4,491 —436 502 
RO TaN fae 2 RT ee ne wy eer ee 4,236 5,810 —1,574 —338 
Source: United Nations, Monthly Bulletin of b OECD European countries, Finland and Spain. 
Statistics, May 1962; United States Department of ¢Imports reported f.o.b. adjusted to c.i.f. by 
Commerce, Survey of Current Business, March 1962; adding 10 per cent to f.o.b. value. 
International Monetary Fund, International Finan- 4 Excluding exports of military goods. 


cial Statistics (Washington, D.C.), May 1962. | : 
@ Western Europe, North America and Japan. Gold only. 
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Table 4-16. United States: Balance of Payments, 
1960 and 1961 


(Milliens of dollars) 
eee 


Item 1960 1961 
Export of g00dS* 3.207 an =2 eu: 19,409 19,916 
Imipartiot coeds reno as eats — 4 722 - 14,524 
Ralamce Oleuracle eaeeren ire eenenrnne 4,687 5,392 
Military expenditures, net........ —2,713 — 2,590 
Income of investment abroad, net . B20. 3,045 
Other commercial transactions, net? = —2,054: —2,120 
Government grants and capital, net* = —2,750 —2.831 
Direct and long-term portfolio in- 
WeshinnMin WME, 6 aognocgesanconr — 2,344 — 2,000 
Balance on current and long-term a 
Capital ACCOUNT acer say on SI ie = 50) 
Recorded short-term capital moye- 
TOM US. Te hess rami pares Cvicar aes — 1,409 = 1,24] 
Unrecorded transactions. ........ 648 616 
TOTAL BALANCES —3,929 — 2,454 


Source: United States Department of Commerce, Survey of 


Current Business, March 1962. 

® Exeluding military aid and exports in connexion with such 
aid. 

>» Commercial services, remittances and pensions. 

¢Finaneed by reduction in gold and conyertible currency 
and increased liquid liabilities. 


tive.'? In addition, the Federal Republic of Germany 
undertook to increase its military purchases from the 
United States. 


The Federal Republic of Germany, like the United 
States, has had a large and stable trade surplus; this 
has resulted in the building up of Targe teserves of 


foreign exchange over a period of some years. As 
noted earlier, in March 1961 the Federal Government 
decided to revalue the Deutsche mark by about 5 per 
cent. Besides easing the pressure on prices, the revalu- 
ation was intended to encourage imports and thereby 
reduce the surplus in the balance of payments. A re- 
duction in the rate of interest to 3.5 per cent in January 
1961 did not sufficiently discourage the inflow of short- 
term capital, and after the appreciation the Bundesbank 
reduced the rate further to 3 per cent. Large special 
payments were made including transfers to the Inter- 
national Monetary Fund (IMF) and the International 
Bank for Reconstruction and Development (IBRD) 
and accelerated repayments of foreign debt. The total 


10 Por details, see Economic Report of the President, January 
1962, pages 159-60. 


Current situation 


The expansion of demand and production in the in- 
dustrial group of countries continued into the early 
months of 1962. Although it is generally expected that 
the pace of growth will slow down in the current year, 


Ap Based in part upon replies of Governments to the United 
Nations questionnaire of November 1961 on economic. trends, 
problems and policies, 


of $1.4 billion in transfers contributed to a reduction 
in the official reserves of the country.'* 


The large deficit in the balance of payments of the 
United Kingdom for 1960 had been financed by a con- 
siderable inflow of short-term capital. In March 1961, 
after the revaluation of the Deutsche mark, there was 
a wave of speculation against sterling. The reserves 
of the United Kingdom fell by over $170 million in 
March alone. As the result of a meeting at the Bank 
for International Settlements in Basel, the central 
banks of other western European countries agreed to 
the provision of short-term credit to offset part of the 
outflow of hot money. Under the Basel arrangement the 
equivalent of $900 million was made available, but the 
recorded outflow from the United Kingdom to non- 
sterling countries exceeded $1,400 million for the 
period March through July and led to a substantial 
reduction in reserves. In July the Government an- 
nounced a series of measures to strengthen the balance 
of payments, including an increase in the bank rate to 
7 per cent, a substantial drawing from the IMF, re- 
strictions on investment in non-sterling countries, the 
holding of aid to less developed countries at a figure 
“not much above the current level” and reductions in 
overseas administrative expenditure. In addition, the 
North Atlantic Council was requested to, review the 
financial conditions under which United Kingdom 
forces were being maintained in Germany. The draw- 
ings negotiated with the Fund amounted to $1,500 
million, supplemented by a stand-by arrangement for 
a further $500 million.'* These measures quickly 
strengthened the external position so that the Basel 
credit and about one-quarter of the drawings on the 
IMF could be repaid before the end of the year.'® 


The Basel arrangement was followed by a new agree- 

ment under the auspices of the IMF under which ten 
leading industrial countries stand ready to lend their 
currencies to the Fund, up to a total amount of $6 
billion, to meet any threat to the international mone- 
tary system.!* 
11 The residual item, probably reflecting unrecorded capital 
movements, showed an inflow of $350 million during the first 
half of 1961 and an outflow of about the same amount during 
the second half. 

12 United Kingdom, Economic Survey, 1962, Cmnd 1678 
(London), pages 32 and 33. 

13 Bank rate was also reduced in several steps, to a level of 
4.5 per cent by April 1962. 

14 International Monetary Fund, “Press Release No. 377” 


> 
8 January 1962. 


and outlook” 


for the year 1962 as a whole the group will show an 
appreciably higher rate of increase in production than 
that attained in 1961. This will result primarily from 
developments in the United States which alone accounts 
for over one-half of the output of the group, and for 
which the year 1962 is expected to represent the first 
full year of recovery from the 1960/61 recession. In 
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western Europe, with the exception of France and the 
Netherlands, all countries anticipate a moderate de- 
cline in the rate of growth in total product; a more 
pronounced fall in this rate is anticipated in Japan. 
In the United Kingdom the increase in gross national 
product in 1962 is unlikely to exceed significantly the 
modest rate recorded in 1961. 


The course of production during 1962 is likely to be 
determined primarily by developments in demand: This 
is particularly true o “rica where ample 
labour and equipment are available to permit an ap- 
preciably higher rate of growth than is anticipated at 
present. According to the McGraw-Hill survey.'® in the 
United States manufacturers were operating at an 
average rate of 83 per cent of capacity at the end of 
1961, and were planning to add a further 4 per cent to 
capacity in 1962. Unemployment, although lower than 
it had been in the early phase of the current recovery, 
was still equivalent to about 5.5 per cent of the civilian 
labour force in March 1962 on a seasonally adjusted 
basis, and was not expected to fall below 4.5 per cent 
during the rest of the year. In Canada also the avail- 
able plant capacity and supply of manpower are con- 
sidered adequate for a substantial rise in production. 


In western Europe, where production has been rising 
at a relativély rapid pace since the latter part of 1958, 
the available productive capacity and, especiattyy the 
supply of labour are Tess plentiful than in North Amer- 
ica. Shortages of skilled labour were experienced in 
some countries during 1961, although the slackening 
in demand in the course of that year generally eased 
the pressure in the labour market. In most countries a 
greater expansion of demand could generate higher 
rates of growth in production than those anticipated by 
governments early in 1962. This is particularly true of 
the United Kingdom, where the index of industrial 
production early in 1962 was no higher than it had 
been two years earlier, although substantial additions 
had been made to productive capacity during the in- 
vestment boom of 1960 and 1961. Labour resources 
were also adequate to permit an appreciably higher 
rate of growth in production in 1962 than was gen- 
erally anticipated. 


In the United States expectations early in the year 
were for a substantial rise in gross national product in 
1962. The President’s Budget Message of January 1962 
was based on an estimate of a gross national product 
of $570 billion at current prices for 1962, about $50 
billion higher than in 1961. This implied a rise of 9.5 
per cent at current prices and about 8 per cent at con- 
stant prices. Subsequent developments made it appear 
unlikely, however, that these expectations would be 
fully realized. In the first quarter of 1962 the total 
volume of output, seasonally adjusted at an annual 

16 See “Business’ Plans for New Plants and Equipment, 1962- 
1965”, 15th Annual McGraw-Hill Survey (New York), April 
1962. 


rate, was only about 4 per cent above the average 1961 
level and one per cent higher than in the last quarter 
of that year. The main reason for this relatively small 
advance was a deceleration in the growth of final de- 
mand owing to a fall in fixed investment, durable con- 
sumption and exports and a slower rate of increase in 
public consumption. Fixed investment was expected to 
recover: the McGraw-Hill survey of business invest- 
ment intentions'’ suggested that business outlays on 
plant and equipment, which had levelled off in the first 
quarter would rise so as to show an advance of 11 per 
cent for the year 1962 as a whole. Moreover, residen- 
tial construction, which had dropped in the first quar- 
ter, was expected to move moderately upwards once 
more. 


No significant acceleration was expected in other 
expenditure. Government purchases of goods and serv- 
ices were expected to maintain the same rate of ex- 
pansion as in the first quarter of 1962—about $2 
billion a quarter. It was anticipated that demand for 
exports would be maintained at the level reached in 
the early months of 1962. The slower rate of expansion 
anticipated in western Europe and Japan, especially the 
expected slackening of industrial investment in these 
areas, discussed below, seemed likely to result in a 
weakening of demand for United States exports. Since 
imports were expected to rise with the growth of do- 
mestic demand, there was a possibility that the foreign 
balance would deteriorate in 1962. 


Personal expenditure on goods and services was ex- 
pected to advance in line with the rise in personal 
disposable income. Durable consumption, which de- 
clined on a seasonally adjusted basis in January and 
February 1962, recovered subsequently. It was not, 
however, expected that during the rest of the year it 
would rise appreciably above the level reached in 


March and April. 


The rate of inventory accumulation rose substan- 
tially in the first quarter of 1962, but this was at- 
tributed partly to a buildup of steel stocks in anticipa- 
tion of a possible work stoppage: the announced 
labour-management settlement removed this influence 
from the inventory situation. In the absence of a 
market acceleration in final demand, it seemed likely 
that the rate of inventory accumulation would level off 
or even decline later in the year. Official expectations 
were that by late 1962 the continued advance of pro- 
duction would depend heavily on the ability of fixed 
investment outlays to replace inventories as a key ex- 
pansionary force. 


In Canada also an appreciably higher rate of growth 
in total product is expected in 1962 than that recorded 
in 1961. An anticipated rise in fixed investment ac- 
tivity, following the decline in 1961, is expected to 
make a significant contribution to the expansion of 


47 Bid: 
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demand and production in the current year. A survey 
of investment plans conducted at the end of 1961 indi- 
cated that total expenditure on fixed capital, which had 
fallen by about 2 per cent in 1961, would rise by 6 
per cent in 1962. It is also anticipated that consumer 
spending will provide considerably more stimulus to 
the economy than in the past year. In view of its close 
economic ties with the United States, however, the 
course of economic activity in Canada during 1962 
will be strongly influenced by developments in the 
United States. 

In western Europe and Japan the weakening in de- 
mand Me eicad dare lool enone eReencinlte 
in the current year. The primary reason for thts devel- 
opment is an anticipated slackening in fixed investment 
activity. Import demand of the rest of the world, which 


had eased considerably in 1961, is not expected to 


weaken further in the current year but may even be- 
come firmer. The rate of increase _in government ex- 


penditure_on goods and_s ill generally be 
maintained and personal consumption is expected to 


grow in line with the rise in total production. 
The-slackening in fixed “investment démand is ex- 
{=} 


pected to result largely from a slower _rate of growth in 
business expenditure _on_plant_and_ equipment. As 


explained earlier, the boom in industrial investment 
in western Europe and Japan, which had lasted for 
over two years, came to an end in many countries 
in the course of 1961. Although for the year 1961 as 
a whole substantial increases were recorded in indus- 
trial investment, there was a distinct tendency for a 
levelling off or decline in this component of demand 
in the latter part of the year. The slackening in indus- 
trial investment demand is expected to become more 
pronounced and widespread in 1962. 


In western Europe, several of the countries which 
have replied to the United Nations questionnaire on 


economic trends, problems and policies anticipate a 
significant slowing down in business fixed invest- 


ment demands! in Japan also the Government antici- 


18 The countries which report such expectations are Belgium, 
the Federal Republic of Germany, Norway, Sweden and _ the 
United Kingdom. 


pates a decline in this component of demand. In France 
a rise in investment by nationalized industries is ex- 
pected to offset an anticipated fall in private business 
expenditure on plant and equipment; in the Nether- 
lands the rate of increase of both private and public 
fixed investment is expected to be maintained. As men- 
tioned earlier, these two countries anticipate a some- 
what higher rate of growth of production in 1962; in 
the Netherlands an improvement in the foreign bal- 
ance, which had deteriorated severely in 1961, is ex- 
pected to contribute to a higher rate of growth. 


Particularly significant in slowing down the expan- 
sion of demand in western Europe as a whole is the 
anticipated slackening of fixed investment demand in 
the two major countries of the area—the Federal Re- 
public of Germany and the United Kingdom. In the 
former country; _in—addition to—arr expected fall in 
business purchases of equipment, as indicated by a 
continued decline in new orders for capital goods, 
building investment is expected to be limited by a 
shortage of manpower. In the United Kingdom, al- 
though investment in the public sector, which accounts 
for about 40 per cent of total investment, is expected 
to rise at about the same rate as in 1961, a consider- 
able reduction is anticipated in the rate of growth of 
total fixed investment. This would result largely from 
a fall of expenditure on plant and equipment in the 
manufacturing sector. 


In view of the expected slackening in domestic de- 
mand in both western Europe and Japan the realization 
of the anticipated rates of growth in the two areas will 
depend greatly on the vigour of import demand in the 
rest of the world. The latter will in turn be influenced 
by developments in the United States, through their 
effect both on direct purchases from the other indus- 
trial countries and on the foreign exchange earnings of 
the primary exporting countries. The downward re- 
vision of expectations in the United States therefore has 
a bearing on the realization of projected rates of 
growth for 1962 in other industrial countries. 


Chapter 5 
RECENT TRENDS IN THE PRIMARY EXPORTING COUNTRIES 


Balance of payments pressure continued to act as a 
major restraining influence on economic developments 
in the primary exporting countries in 1961. The slack- 
ening rate of growth in western Europe tended to curb 
the demand for imports from the primary exporting 
countries and there was no compensating expansion in 
demand from North America. As a result, the volume 
of exports from the primary exporting countries rose 
less between 1960 and 1961 than in the preceding in- 
terval. The effect of this slackening was enhanced by a 
further decline in the average price of primary com- 
modities moving in world trade: the over-all terms of 
trade deteriorated by about 2 per cent and, in the 
aggregate, export earnings were only 2 per cent above 


the 1960 level. 


Pressure on reserves had compelled a number of 
countries to tighten control over imports towards the 
end of 1960. These measures took effect in 1961 and, 
along with the restraining effect exerted by the failure 
of export incomes to rise significantly, they helped to 
hold imports down fairly close to the 1960 level. 


The combined trade deficit of the primary exporting 
countries, after having widened very substantially in 
1960, was thus reduced slightly in 1961. It was cov- 
ered in the main, as in 1960, by an inflow of capital in 
various forms from the industrial countries. And as, 
in addition, exchange controls helped to curb the out- 
flow of funds from some of the countries that had been 


losing capital in 1959 and 1960, there was some re- 
covery in aggregate reserves. This, however, was con- 
centrated among the economically more developed 
members of the primary exporting group. In the under- 
developed countries reserves were drawn down and 
international liquidity significantly reduced. 


Production in the primary exporting countries was 
generally higher in 1961 than in 1968, especially in 
the agricultural sector, and this helped to sustain an 
increase in average per capita consumption. Reflecting, 
in many cases, development plans initiated earlier, in- 
vestment also rose, though to a rather smaller extent 


than between 1959 and 1960. 


Though it is probable that, in the aggregate, the 
expansion was somewhat less vigorous, there were 
more countries in 1961 than in 1960 in which total 
expenditure tended to press more intensively on avail- 
able resources. The result was an increase in inflation- 
ary forces, and the retail price level showed a much 
greater disposition to rise. This occurred in some of 
the countries in which the contribution of imports to 
total supplies had been reduced; more frequently, how- 
ever, the increase in expenditure, raising the demand 
for imports beyond the level that could be financed by 
export earnings and capital receipts, was accompanied 
by a deterioration in the external balance as well as in 
the internal balance. * 


International trade 


The over-all rate of growth in the trade of the pri- 
mary exporting countries slackened markedly in 1961. 
On the export side, this reflects chiefly the levelling off 
of the demand for primary commodities in western 
Europe; on the import side, it reflects chiefly the cut- 
backs initiated around the turn of the year in a num- 
ber of countries in which stresses on the balance of 
payments had mounted in the course of 1960. 


Though most of the primary exporting countries 
conformed to this general pattern of change, there were 
a number of notable exceptions—countries that in- 
creased their export earnings substantially more be- 
tween 1960 and 1961 than between 1959 and 1960, as 
well as countries in which there was an acceleration in 
the rate of growth of imports. However, generaliza- 
tions based on changes in the value of trade of the 
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primary exporting countries as a group need to be 
interpreted with due regard not only to these excep- 
tions but also to the course of events in one or two 
major trading countries: because of their magnitude 
in 1960 and 1961 these trade swings exercised a con- 
siderable influence over the aggregates for the primary 
exporting countries as a group. Of particular signifi- 
cance were the changes in some of the more developed 
among the primary exporting countries—large in- 
creases in exports by Australia and Greece, for ex- 
ample, and large reductions in imports into Australia 
and South Africa. In terms of the aggregates for the 
primary exporting countries as a group, the dramatic 
improvement in the balance of trade of Australia and 
South Africa went a long way to offset a deterioration 
in the balance in a number of less developed countries. 
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As in previous years, changes in import prices were 
generally much smaller than those in export prices. 
As the latter were almost universally downward—frac- 
tionally in Latin America, sharply in southern and 
south-eastern Asia—there was a widespread deteriora- 
tion in the terms of trade. It was least in Latin America 
—where foreign trade had remained remarkably static 
over the period 1958-1961—and greatest (about 5 per 
cent) in Africa and southern and south-eastern Asia, 
where the incidence of primary commodity price 
changes was most marked. On the average, the primary 
exporting countries had to export 2 per cent more in 
1961 than in 1960 in order to acquire the amount of 
foreign exchange necessary to purchase the same vol- 
ume of imports. 


CHANGES IN EXPORTS 


The quantum of goods shipped by the primary ex- 
porting countries in 196] was about 5 per cent above 
the 1960 level (see table 5-1). This represents an in- 
crease more or less in line with the average rate of 
growth in the nineteen fifties but appreciably less than 
had been recorded during the period immediately pre- 
ceding. The demand for the products of the primary 
exporting countries had expanded by almost 8 per cent 
between 1958 and 1959, when the industrial countries 
were recovering from the 1957/58 recession, and by 
almost 6 per cent between 1959 and 1960, when the 
upsurge in requirements in western Europe and Japan 
was offset to some extent by a contraction in North 
America. In 1961, as indicated in the previous chapter, 
the rate of expansion in import demand fell away 
steadily in western Europe and there was no com- 
pensating resurgence in demand in North America. 
Though there was a further large proportionate in- 
crease in the demand of the centrally planned coun- 
tries, their gross imports from the primary exporting 


countries remained too small—less than 5 per cent of 
the total exports of the latter—for this increase to exert 
much influence on the over-all rate of growth of trade 
(see table 5-2). 

The slackening in the rate of expansion in the de- 
mand for the products of the primary exporting coun- 
tries was accompanied by a further, though smaller, 
increase in the production of most primary commodi- 
ties. Since supplies were in most cases already ample— 
and in some cases being held off the market in pro- 
ducer-owned or government-owned stocks—the failure 
of demand to rise more rapidly resulted in a further 
lowering of the average level of primary commodity 
prices.! This in turn was reflected in a reduction in 
the average unit value of exports of the primary ex- 
porting countries. After levelling out in 1960, this re- 
sumed its downward drift and in 1961 it averaged 
about 3 per cent below the 1960 figure. As a result, 
export receipts which had increased by rather more 
than 5 per cent between 1959 and 1960, increased by 
less than half as much between 1960 and 1961. 


Exports to North America actually realized some- 
what less than in 1960. This reflects a decline in ship- 
ments from Latin America, resulting in part from the 
reduction in trade between Cuba and the United States. 
The counterpart to this was a large proportionate in- 
crease in exports from Latin America to the centrally 
planned countries. Africa registered the opposite 
changes—a substantial reduction in exports to the 
centrally planned countries and a comparable increase 
(largely cocoa, coffee and diamonds) in exports to 
North America. Africa was the only region to earn 
appreciably more from exports to western Europe. 
Oceania increased its exports considerably to every 

1 The nature and magnitude of the changes in prices are dis- 


cussed in United Nations, “Commodity Survey, 1961” (mimeo- 
graphed document E/CN.13/54). 


Table 5-1. Primary Exporting Countries: Changes in Terms of Trade. by Region. 1960 and 1961 
(1958 = 100) 


se eee 


Ex ports Imports 
Region Quantum ae Unit value Quantum Unit value site alma 

1960 1961" 1960 196]" 1960 196]4 1960 19614 i ie 

Primary exporting countries 114 120 98 - 95 110 LT2 99 98 99 97 
Latin ovate Bie Sind eer 11] Ae? 95 95 98 100 98 98 96 6 
JANET 5, 6 chic eee tetas eee 120 129 4, 90 109 105 O7 98 07 92 
Outer Europe® Be ee 13] 135 95 93 110 134 96 95 99 98 
Western Asia.......... 120 125 9] 89 116 119 O7 96 94 93 
Southern and south-.. . i 
eastern ANC Glas ate ene 107 L14 L1] 103 LL 120 102 99 109 104 
Oceanian eee ee a (DiS) 128 98 97 124 ime 100 102 QT 95 


ese 


Source: Division of General Economic Research and Policies of 
the United Nations Secretariat, based on Statistical Office of the 
United Nations, Monthly Bulletin of Statistics. ; 

* Preliminary, based in many countries on trade in the first 
three quarters of the year. Owing to differences in time and 


country coverage and to rounding, the value indices implicit in 
these figures are not always precisely the same as those presented 
in subsequent tables. ; j 

» Continental Africa. 

* Greece, Ireland, Portugal and Spain. 
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Table 5-2. 


Primary Exporting Countries: Distribution of Ex 


1960 and 1961 
(For 1960, value in millions of dollars, f.o.b.; for 1961, index, 1960 = 100) 


ports, by Region, 


Importing region 


Exporting region 


f cee! Centrally Primary 
and period Wer'ds North Western ( 


America Europe pes a fi ie ee 
Primary exporting 
countries” 
a oN hb cena ee ole O78 13.212 1,782 1,360 7,629 
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Latin America 
moe ET Mee a. ie NS 8,609 3,743 2,726 242 307 IL oyfies) 
OSC Gh 7c Saker > ee 99 92 LOO WSs sya; 97 
Africa’ 
el ee pcan spice eS Gx Ko « sachs 6,348 503 4,147 117 39] 973 
OO it 2 eee ae ee 103 114 105 134 84 O)i/ 
Western Asia 
yao a ee ee .. 4,269 431 2,205 297 all Le? 
UD eee eater eee nytt eS an Wal, 103 100 100 119 124 105 
Southern and south-eastern Asia 
LOUIE Pre et hac oe a 7,670 2S 2,062 764 467 3,000 
[MY OS Oh 5 Nes et el niger 98 100 94, 103 85 102 
Oceania 
LUE eee eee 2,801 289 1,461 338 M233 Da 
LLP OLE 2 ile aha eee 112 by 97 136 204, 107 
Other 
gs LS Sea 1,579 528 612 2S) I 368 
AECL. nc) ieee 3 hoe ea 109 113 101 Jules 2A NS 
Source: Statistical Office of the United Nations. >Sum of regions indicated; Greece, Ireland, 
Portugal, Spain and Turkey are not included. 
* Including exports whose destination was not ° Continental Africa. 
reported. 4 Mostly the West Indies. 
other region, including North America which took ing an increase of more than 20 per cent dropped to 
more sugar and meat. The Caribbean area (other than about a third of the 1960 figure. As several important 
Cuba) also gained from larger sugar exports to the trading countries were involved in this slackening in 
United States as well as from an increase in petroleum the rate of growth in export earnings, the contrast be- 
exports. Partly because of a decline in the price of tween 1960 and 1961 was much more marked in terms 
rubber and copra, the total value of exports from of total earnings than in terms of number of countries 
southern and south-eastern Asia was 2 per cent below (see table 5-3). 


the 1960 level, notwithstanding a 2 per cent expansion 
in trade within the region and a 3 per cent rise in 
sales to Japan. All the other regions increased their 
shipments to Japan, too: Africa and Oceania by about 
a third and Latin America by over a half. Western 
Asia increased its exports to Japan (mostly petroleum ) 
by 18 per cent; slightly larger in absolute terms was 


The 3 per cent decline in the average unit value of 
exports from the primary exporting countries was 
largely the result of major reductions in the average 
prices of a small number of raw materials (most 
notably rubber, sisal and copra) and foodstuffs (most 
notably cocoa, robusta coffee and butter). Among the 


countries whose export earnings dropped by 5 per 


the increment in its sales to all the other primary ex- cent or more between 1960 and 1961, the decline in 
porting regions. rubber and copra prices accounted for the greater part 

The proportion of primary exporting countries reg- of the reduction in Cambodia, Ceylon, the Federation 
istering a decline in export receipts rose from less than of Malaya, Indonesia, North Borneo, the Philippines, 
30 per cent in 1960 to over 40 per cent in 1961. The the Republic of Viet-Nam, Sarawak and Singapore. In 
proportion registering a decline of over 5 per cent in- Cambodia and the Republic of Viet-Nam there was also 
creased sharply, from less than a seventh to almost a reduction in the volume of rice exports, following a 


one-fourth of the total, while the proportion register- poor 1960/61 harvest in the Republic of Viet-Nam 
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Table 5-3. 


Primary Exporting Countries:* Distribution of Changes in Exports 


and Imports, 1960 and 1961 
a —— 


Exports, f.0.b. 


Imports, c.i f. 


i umber rt expenditure 

Gidieie oteaess eee (bllbons of deltars se (Gulions of dollars 
1960 «1961» 1960 1961» 1960 1961» 1960 1961» 

lbretj:p (atcha 220). a peas nora wee i 9 0.3 Deg 3} S Dal 4.6 
Ibyaciey aka SI), pk ecw ot oe eek 1M) 19 Ne, Td 5 ( 2.9 9.3 
Tess than [00m ss. eee DD, aa) FAW 12.6 2 30 aa eal 153) 
1OOtonmione serene nee SS. atl 46 22.9 17.9 67 46 30.4 19.6 
Mayas: aviat WOE) ce 4] 31 13.4 se2, 58 ull 27.0 EG 
INikoyee qaychat WMO ne ee 31 PAM 8.8 Ko) 47 21 23.4 9,2 
More than 120........... Wh 6 4.3 On 25 ) Vai 6.0 
toner qdnistint WO. aaa co ee 8 D, 1.9 O22 6 2 5 1.9 
TOTAL 79 79 29.9 30.5 76 76 34.1 34.9 


i 


Source: Division of General Economic Research 
and Policies of the United Nations Secretariat, 
based on International Monetary Fund, /nter- 
national Financial Statistics (Washington, D.C.). 

“Listed in ascending order of export index for 
1961 (1960=100), the countries included are: 
Sarawak, Libya, Dominican Republic, Republic of 
Viet-Nam, United Arab Republic, Ecuador, Argen- 
tina, Tanganyika, Philippines, Federation of 
Malaya, Cambodia, Cyprus, New Zealand, Syria, 
Tunisia, Algeria, Colombia, Indonesia, Singapore, 
Ceylon, Chile, North Borneo, Burma, Guatemala, 
Uganda, Morocco, Haiti, Costa Rica, Surinam, 
Spain, Sudan, Ghana, Venezuela, Iraq, Hong Kong, 


and in anticipation of a poor 1961/62 harvest in Cam- 
bodia; in Ceylon, rubber shipments were smaller in 
volume as well as in value; and this was also the case 
in Sarawak, where petroleum shipments were lower, 
too. In the Philippines the effect of lower copra prices 
was accentuated by a reduction in the volume of ship- 
ments—of abaca as well as of coconut products. It was 
largely as a result of movements in rubber and copra 
prices that the unit value of exports from southern and 
south-eastern Asia, which had risen by about 5 per cent 
between 1959 and 1960, declined by about 7 per cent 
between 1960 and 1961. 


Sisal prices had risen to a relatively high level in 
1960—the average for the year was the highest since 
the Korean boom—and the steep decline in 1961 caused 
a sharp reduction in the average unit value of exports 
from Tanganyika. A small decline in the value of 
Chilean exports reflects a lower average price for 
copper. 

In the case of the decline in food prices, the inci- 
dence was greatest in the export proceeds of New 
Zealand where, in addition to a reduction of almost a 
fifth in the average unit value of butter, there was a 
reduction in volume and price of meat. The decline in 
cocoa and robusta coffee prices was offset, and in some 
instances more than offset, by an expansion in the 
amount shipped, most notably in the ease of the major 
African producers—Angola, Cameroun, Kthiopia, 
Ghana, Kenya and Madagascar. The decline in price 


did contribute to a reduction in the export earnings of 


Réunion, Rhodesia and Nyasaland, Kuwait (exports 
only), Cameroun, Portugal, El Salvador, Pakistan, 
Guadeloupe, Panama, Nigeria, Kenya, Madagascar, 
3arbados, Honduras, India, Martinique, South 
Africa, Aden, Turkey, Mexico, Israel, Saudi 
Arabia (exports only), Jamaica, Netherlands 
Antilles, Greece, Brazil, Nicaragua, British Guiana, 
Sierra Leone, Ethiopia, Paraguay, Peru, Bolivia 
(exports only), Thailand, Angola, Ireland, Aus- 
tralia, China (Taiwan), Trinidad, former French 
Equatorial Africa, Republic of Korea, Jordan, Uru- 
guay and Mauritius. ; 

b Preliminary, estimated for some countries on 
the basis of less than twelve months’ trade. 


the Dominican Republic and Ecuador (cocoa) and 
Uganda (coffee), however, though the main factor 
reducing earnings in these countries was lower produc- 
tion—not only of cocoa and coffee but of sugar in the 
Dominican Repubiic, bananas in Ecuador and cotton 
in Uganda. 


Reductions in export quantum accounted for the 
bulk of the loss among the other countries whose 1961 
receipts were below the 1960 level. The reductions were 
mostly in food crops—rice in Burma, wheat in Argen- 
tina and Tunisia, fruit in Algeria and Cyprus, and 
coffee in Colombia, Costa Rica, Guatemala and Haiti— 
but a decline in the earnings of the Sudan and the 
United Arab Republic reflects chiefly smaller cotton 
shipments, while Syria exported a smaller volume of 
textiles and reductions in sales of iron ore affected the 
receipts of Morocco, Tunisia and Venezuela. 


In the aggregate, Venezuelan earnings in 1961 were 
approximately the same as in 1960: increased petro- 
leum shipments almost compensated for the reduction 
in sales of iron ore. Compensating quantum increases 
also kept the earnings of Iraq and Kuwait fairly steady 
(in the face of lower petroleum prices) as well as 
those of Rhodesia and Nyasaland (in the face of lower 
copper prices) and Portugal and to a less extent Spain, 
Where unit values also dipped slightly. Apart from 
Cameroun and Ghana—mentioned above as countries 
in which cocoa proceeds were held steady by offsetting 
price and quantum movements—El Salvador, Hong 
Kong, Réunion and Surinam also belonged to the 
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group whose export earnings were much the same as in 
1960. Pakistan was also in this category but, in con- 
trast to most of the other members, its receipts were 
held constant by higher prices—for jute and cotton — 
in the face of a sharp reduction in quantum, 


The remainder of the primary exporting countries 
earned more in 1961 than in 1960; in almost all cases 
as a result of an increase in the volume of exports, and 
often in the face of a decline in unit value. Among the 
few increases in earnings due at least in part to higher 
prices were those of Bolivia (tin), China (Taiwan) 
and Thailand (which exported more rice at rather 
higher prices), India (which gained from higher prices 
for jute goods as well as from an expansion in tea 
sales), Brazil, Mexico and Nicaragua (which earned 
more from their cotton exports partly or wholly be- 
cause of higher prices) and some of the sugar exporters 
that gained from access to the higher priced United 
States market from which Cuba had been barred. 


The increase in quantum was not confined to a nar- 
row range of exports. Among the foodstuffs it included 
rice, sugar, cocoa and coffee, mentioned above, and 
also cereals (particularly wheat and barley from Aus- 
tralia, largely to mainland China), meat (Ireland and 
Paraguay) and bananas (Honduras and Panama). An 
increase in the export receipts of Nigeria was due in 
part to a recovery in shipments of ground-nuts follow- 


ing a better 1960 crop. Greece and Turkey sold sub- 
stantially more tobacco. South Africa and Uruguay 
exported more wool, the latter liquidating inventories 
that had accumulated in 1960. There were larger ship- 
ments of petroleum from most exporters, raising the 
receipts of Aden, Libya, the Netherlands Antilles, 
Saudi Arabia and Trinidad, despite lower prices for 
many products. Peru shipped more cotton and sugar 
and also a larger quantum of fish products and non- 
ferrous metals and ores. Increased ore shipments were 
also the principal component in a rise in the export 
earnings of the Republic of Korea. Diamonds were 
among the items contributing most to an increase in 
exports from Israel and South Africa. 


The quantum increases were thus widespread geo- 
graphically also. The sharpest rise was in Oceania 
(more than one-eighth) but there were sizable in- 
creases (of about 7 per cent) from Africa and southern 
and south-eastern Asia. There were smaller increases 
from western Asia (about 4 per cent) and also from 
outer Europe, where a major upsurge had occurred in 
the two preceding years. The smallest advance was in 
Latin America: here between 1960 and 1961 there was 
only a fractional expansion in the quantum of exports. 
It was in this region, however, that prices were firmest: 
on the average there was only a fractional decline. In 
Oceania, outer Europe and western Asia, the average 
unit value of exports was between one and 3 per cent 


Table 5-4. Primary Exporting Regions: Exports of Selected Categories of Goods 
to Industrial Countries, First Three Quarters of 1960 and 1961 


(For 1960, value in millions of dollars in the first three quarters of the year; 
for 1961, index, 1960 figure = 100) 
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Source: United Nations, Commodity Trade Statis- 
tics, Statistical Papers, Series D. . 
@ Metals are included with “‘manufactures”’. 


b Continental Africa. 


¢ Western Asia and north-east Africa. 
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below the 1960 level, in Africa there was a decline of 
about 4 per cent, while in southern and south-eastern 
Asia—which as pointed out above, was the only region 
to register a rise in 1960—the decline was about 7 per 
cent. 


About three-fourths of all exports from the primary 
exporting countries have gone to the industrial coun- 
tries in recent years. Though trade with North America 
lagged in 1961 there was a compensating increase in 
shipments to Japan: in total value, exports to the indus- 
trial countries as a group were about 2 per cent higher 


than in 1960. 


To judge by imports into the industrial countries in 
the first nine months of the year, there was a sig- 
nificant change in the composition of their purchases 
from the primary exporting countries: in value terms 
there was a noticeable switch from raw materials and 
foodstuffs to fuels and manufactures (including 
metals). Shipments of the former categories from the 
primary exporting countries to the industrial countries 
were about 7 per cent lower in value while shipments 
of the latter were about 7 per cent higher (see table 


5-4). 


Part of the contrast may be ascribed to the price 
changes noted above and part to the reduction in im- 
port demand for such products as sugar, meat and 
butter following an increase in domestic production in 
Europe. Since, in relation to average prices in the cor- 
responding period in 1960, the prices of agricultural 
products in the fourth quarter of 1961 were somewhat 
lower than those of fuels, metals and manufactures, it 
is probable that this change in composition of trade 
was characteristic of 1961 as a whole. The only regions 
to export more foodstuffs to the industrial countries in 
1961 were Africa (which shipped a much larger 
volume of coffee and cocoa) and southern and south- 
eastern Asia (which sold more sugar to the United 
States and Japan and more rice to western Europe and 
at somewhat higher prices). Part of this increase— 
particularly in the case of sugar and the beverage 
crops—represents a diversion of trade from Latin 
America whose food exports dropped by about 15 per 
cent in value. 


In the case of raw materials, by contrast, Latin 
America was the only region to expand its exports to 
the industrial countries: this reflects chiefly an increase 
in fibre shipments to western Europe. The sharpest 
decline was in exports from southern and south-eastern 
Asia: these dropped by about 16 per cent in value in 
the wake of falling rubber and copra prices. 


Earnings from fuel exports to the industrial coun- 
tries were 6 per cent higher in the aggregate: only 
Latin America sold less petroleum than in 1960 and 
there was a notable growth—from a small base—in 
shipments from Africa. There was also a marked in- 


crease in shipments of coal from Australia to Japan, 
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and in the course of the year arrangements were made 
for a further expansion in this trade. 


The largest relative increase was in exports of manu- 
factured goods. The principal components of this were 
cotton and jute textiles (particularly from southern 
and south-eastern Asia) and non-ferrous metals (par- 
ticularly from Latin America). Exports of manufac- 
tures from Oceania to the industrial countries—chiefly 
Japan—increased by more than a fifth and included a 
significantly greater volume of iron and steel. There 
was a reduction, however, in the value of exports of 
manufactures from Africa, in which a 6 per cent 
decline in the average price of copper played a major 
part. 

CHANGES IN IMPORTS 


Imports into the primary exporting countries after 
having been cut back in the wake of the 1958 recession 
had rebounded in 1960. With the slowing down in the 
rate of increase in the demand for their exports and 
the renewal of the downward drift in export prices, 
the trade deficit had widened ominously in the course 
of 1960.2 By the end of the year many countries had 
been compelled to put a curb on imports in order to 
restore their current payments balance. In addition, a 
number of countries that had experienced a serious 
outflow of capital in 1960 tightened exchange controls 
and took action—direct and indirect—to restrain im- 
port expenditure in order to protect their dwindling 
reserves. The result was reflected in the course of im- 
ports in 1961: after an expansion of about 7 per cent 
between 1959 and 1960, the quantum of imports into 
the primary exporting countries increased at a dimin- 
ishing rate in the first half of 1961 and for the year 
as a whole showed little advance on the 1960 level 
(see table 5-1). The average price of imported goods 
dipped fractionally in this period, and total import 
expenditure was about 2 per cent above the 1960 
figure. 


The principal reason for the decline in the average 
unit value of imports lies in the relative magnitude 
of intra-regional trade in southern and south-eastern 
Asia where, as indicated above. the decline in export 
prices was sharpest. The unit value of exports from the 
industrial countries rose by about one per cent  be- 
tween 1960 and 1961 and it is this increase that is re- 
flected in the rise in import prices in Africa and 
Oceania. There was a slight reduction in prices paid 
by outer Europe—where imports rose sharply to over 
a third above the 1958 level—and also by western 
Asia. In Latin America there was no change in the 
average. 

Though in quantitative terms the major cutbacks 
were in Oceania (6 per cent in quantum) and Africa 
(4 per cent)—and within these regions chiefly in 
Australia and South Africa—the restraint on imports 


7 nee United Nations, World Economic Survey, 1960 (Sales 
No.: 61.11.C.1), page 179. 
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was a fairly general one. In 1960 fewer than an eighth 
of the primary exporting countries imported less than 
in the previous year; in 1961 about 40 per cent of the 
primary exporting countries reduced their imports (see 
table 5-3). Compared with 1960, there were over three 
times as many countries registering declines of more 
than 5 per cent in 1961 and less than half as many 
registering increases of over 10 per cent. 

Most of the countries registering a decline in import 
expenditure between 1960 and 1961 had enjoyed an 
over-average increase in imports between 1959 and 
1960. Of the seventeen countries reducing their im- 
ports by more than 5 per cent between 1960 and 1961. 
twelve—Algeria, Australia, Burma, El Salvador, India, 
Kenya, Libya, Mauritius, the Republic of Korea, South 
Africa, Syria and Uruguay—had increased their im- 
ports by more than the 10 per cent average in the 
previous interval, and most of them had run into pay- 
ments difficulties or were concerned about the rapid 
running down of reserves. In the other five countries— 
Angola, Ceylon, Dominican Republic, Madagascar and 
Sarawak—imports declined for the second successive 
year. 

A majority of the countries experiencing a more 
modest reduction in imports in 1961 were also among 
those whose imports had risen more than the average 
in 1960. They included Barbados, Colombia, Ecuador, 
Haiti, Iraq, Jamaica, Mexico, Pakistan and Paraguay. 
Several other countries experienced a slight contrac- 
tion in imports in 1961] after a moderate expansion in 
1960: Brazil, Costa Rica, Jordan, Rhodesia and Nyasa- 
land and Singapore. In Guatemala, import expenditure 
remained virtually constant over the three years. Only 
Venezuela in this group of countries recorded a minor 
reduction in imports in 1960 after a much sharper de- 
cline between 1959 and 1960 in the wake of domestic 
deflation and an outflow of private capital. 

Not all the countries that had increased their imports 
by more than the average in 1960 cut back the rate of 
increase to less than the average in 1961. Indeed, of 
the twenty registering an expansion of more than 10 
per cent between 1960 and 1961, fourteen had raised 
their imports by more than 10 per cent in the previous 
interval: Argentina, Chile, former French Equatorial 
Africa, Indonesia, Israel. New Zealand, North Borneo, 
Panama, Peru. Portugal, Réunion, the Sudan, Trini- 
dad and Tunisia. Before the end of 1961 several of 
these countries were forced to take defensive action in 
support of reserves. Five of the other six countries in 
this group—Cameroun, Ethiopia, Ireland, Tanganyika 
and Uganda—had increased their imports relatively 
little in 1960 and the sixth (Spain) had recorded a 
sizable reduction. 

The final group of countries—those registering a 
moderate expansion, of less than 10 per cent, between 
1960 and 1961—also consisted predominantly of those 
that had had an over-average increase in the preceding 
interval. Among the countries for which the expansion 


between 1960 and 1961 represented a material reduc- 
tion in the rate of increase were British Guiana, Cam- 
bodia, China (Taiwan), the Federation of Malaya, 
Ghana, Greece, Guadeloupe, Morocco, Nicaragua, Ni- 
geria, the Philippines, the Republic of Viet-Nam, Suri- 
nam and the United Arab Republic. These include 
some of the major exporters of rubber, copra and 
cocoa whose terms of trade deteriorated most sharply 
between 1960 and 1961. For Aden, Martinique and 
Thailand, on the other hand, the relative rate of ex- 
pansion between 1960 and 1961 was of much the same 
order as between 1959 and 1960, while Cyprus, the 
Netherlands Antilles and Turkey recorded a modest 
increase in 1961 after a cutback in 1960. 


The primary exporting countries draw about two- 
thirds of their imports from the industrial countries. 
To judge from the exports of the industrial countries 
in the first three quarters of the year, that proportion 
may have dropped back slightly in 1961. Where a cut- 
back occurred in the imports of the primary exporting 
countries its incidence was somewhat greater on the 
types of goods provided by the industrial countries 
than on the food, fuel and raw materials coming in 
large measure from the less developed countries. Off- 
setting this to some extent, however, was the fact that 
the average price of goods obtained from the industrial 
countries was fractionally higher in 1961 than in 1960, 
while that of goods coming from other primary ex- 
porting countries was somewhat lower. 


In the aggregate it would appear that imports of 
the primary exporting countries from the industrial 
countries registered very little change in over-all value 
between 1960 and 1961: there were small increases in 
purchases of chemicals, machinery and vehicles and 
fuels but these were offset by reductions in purchases 
of other manufactures, raw materials and foodstuffs 
see table 5-5). To judge by the returns for the first 
three quarters of the year the only regions to import 
more from the industrial countries in 1961 than in 
1960 were southern and south-eastern Asia and the 
Middle East: the expansion was chiefly in capital 
goods and—on a much smaller scale—fuels, though 
the Middle East also purchased more chemicals and 
southern and south-eastern Asia took a greater volume 
of manufactures and raw materials (mostly cotton 
froin the United States). 


There was a sharp cutback in imports of manufac- 
tured goods into Africa and Oceania—in line with 
policies being pursued in Australia, Rhodesia and 
Nyasaland and South Africa—but both these regions 
imported more foodstuffs from the industrial coun- 
tries. In the case of Africa this was chiefly grain from 
the United States. As a result of this expansion, Africa 
replaced southern and south-eastern Asia as the largest 
importer of foodstuffs from the industrial countries: 
imports were at the annual rate of almost $800 million 
in the first three quarters of the year. 
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Table 5-5. Primary Exporting Regi 


ons: Imports of Selected Categories of Goods from Industrial Countries, 


First Three Quarters of 1960 and 1961 


(For 1960, value in millions of dollars in the first three quarters of the year; 
for 1961, index, 1960 figure = 10)) 


NN eee 


Manufactured goods 
a 5 Food- Raw = a ae 
ond period tere aaee aside ser Total Chemicals park le 
ee 1.675 417 192 92 3,975 550 2,135 1,290 

loot ee ee "100 95 98 89 101 103 102 98 

Africa = ~ 5 658 1,634 
A ee oc 4,510 a4] 150 163 3,656 364 it ; 

ce eh an ee 95 110 93 94 92 100 93 91 
ee vil | 2,096 261 95 40 1,700 183 782 735 

iC Se ener rer eater 102 98 91 14 103 110 108 9% 
cd he ee, is ay 2 4,126 630 269 65 3,162 467 1,344 1,351 

LOG hee en ection 106 92 107 127 109 98 114 103 
o960, oh ot ace Cee ra rr ca 1,604. o] 85 16 1,451 150 649 652 

LO Glee ecer tot getter oa cs 90 107 79 94 91 94. 95 86 

, ab - VE: ae 

ror60 ae Lee eee LOUD 1,90] 790 Bie 13,943 1,714 6,567 5,662 

LOGEC ee eer eee 99 99 96 101 100 104 102 96 
F Source: United Nations, Commodity Trade Statistics, Statistical > Continental Africa. 
Papers, Series D. ; 

® Metals are included with ‘“‘other manufactures”’. ¢ Western Asia and north-east Africa. 

Almost one-third of the flow of machinery and vehi- the United States to Cuba. Latin America also spent 
cles from the industrial countries to the primary ex- slightly more on chemicals than in 1960; in all the 
porting countries went to Latin America in 1961. There other categories there was a reduction, so that on bal- 
was a 2 per cent increase in this trade, despite the ance the total value of imports from the industrial 
virtual elimination of that segment of it moving from countries remained more or less at the 1960 level. 

External equilibrium 
q 


Following the widespread and rapid expansion of 
imports in 1960, 1961 opened with many primary ex- 
porting countries under considerable external pressure. 
Restraining measures were adopted, directly or indi- 
rectly curbing import demand, and as indicated above, 
the expansion was brought almost to a halt, at least 
in aggregate terms. As there was a further, albeit small, 
advance in total export earnings, the over-all trade 
deficit—which had increased considerably in 1960— 
was reduced slightly in 1961. The reduction was proba- 
bly between $200 and $300 million or about 5 per 
cent—a much smaller change than had occurred in any 
of the three preceding years. Reflecting this swing in 
the balance of trade, total official holdings of gold and 
foreign exchange, having been drawn down materially 
in 1960, were built up again in 1961. This recovery, 
however, owed a good deal to capital movements of 
various kinds including, in particular, substantial draw- 
ings on the International Monetary Fund (IMF). 

Aggregated figures of this nature, however, subsume 
a considerable range of results for individual countries. 
As suggested in the preceding section, much of the 
improvement on merchandise account occurred in a 


few countries, the most dramatic change being regis- 
tered in Australia. If Oceania and western Asia are 
omitted from the reckoning, it is seen that in the other 
regions the balance of trade continued to deteriorate 
in the first half of the year, and despite a large number 
of calls on the IMF, aggregate gold and foreign cur- 
rency reserves in Latin America, Africa and southern 
and south-eastern Asia were 4 per cent lower in mid- 
1961 than at the end of 1960. And less than half of 
this loss had been recovered by the end of the year. 


Though the available data are far from comprehen- 
sive, it is clear that 1961 saw a further expansion in 
the over-all flow of capital to the primary exporting 
countries. Since several of the countries from which 
private capital had been moving out in 1960 took steps 
to halt the outflow, the net improvement in the capital 
account of the primary exporting countries was even 
more decisive. As in the case of trading results, how- 
ever, the aggregate conceals some widely divergent 
movements among the constituent countries: in some 
even the larger net inflow of capital was insufficient to 
restore external equilibrium and in others the capital 
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account provided little or no offset to a deteriorating 
current account. i 


Measured in terms of official reserves and net IMF 
position, the over-all international liquidity of the pri- 
mary exporting countries in the period 1960-1961 was 
shaped partly by the violent swings that occurred in a 
few countries—downward and upward in Australia, 
Brazil, South Africa and Venezuela and upward and 
downward in Argentina, Indonesia, Morocco and the 
Philippines—and partly by persistent changes in a 
number of other countries: most notable among these 
were increases in the Federation of Malaya, Israel and 
Spain and reductions in Chile, Colombia, India, Mex- 
ico, New Zealand, Portugal, Turkey and the United 


Arab Republic. 


CHANGES IN TRADE BALANCES AND RESERVES 


With import expenditure increasing less than export 


earnings and net capital receipts significantly larger 
than in 1960, there was an appreciable improvement 
in the over-all balance of payments of the primary ex- 
porting countries in 1961. Official foreign exchange 
reserves which had been drawn down sharply in 1960 
were raised substantially in 1961. Foreign exchange 
holdings of the commercial banks followed the same 
pattern: down sharply in 1960 and up—though only 
modestly—in 1961. The change in over-all liquidity of 
the primary exporting countries, however, moved dif- 
ferently: the enlargement of IMF facilities served to 
increase it by about $0.3 billion in 1960, while in 1961 
a good deal of these IMF resources were put to use 
and, in terms of statistical aggregates, three-fourths of 
the expansion in official reserves was offset by a net 
decline in the gross drawing potential available to pri- 
mary exporting members of the IMF (see table 5-6). 


Table 5-6. Primary Exporting Countries: Regional Changes in Trade Balances and Liquidity 
(Millions of dollars) 


Balance of Net change in Change in Change in 
Raion as trade® other items official reserves IMF position> 
1960 1961 1960 1961 1960 1961 1960 1961 
Latin America at EE ee RE. Ce, ee 281 180 —351 —270 —7 —90 320 —206 
Excluding Cuba...... EA Msisigig 2) 296 102 —213 —130 43 —28 320 —206 
Excluding Cuba and Venezuela... . . —988 —1,152 Tea OTe 188 —75 —151 —206 
Breton PerORe? foe eRe nse —92] —1,424 1,293 1,645 he 221 62 50 
Prelmding Spamts... 22... 5256-65. —924 —1,041 924, 1,043 = —08 a — 
Africa and the West Indies.......... —1,988 —1,670 ae nee ue SON: oe “ 
Selected countries 4.............. —1,119 —948 907 989 —212 40 —13 -17 
Excluding South Africa........... —1,547 —1,397 E522 1,288 —25 —110 — 8 
Miiddlerast Ano Me eS. ele: 850 850 ae se ar oes a) se 
Selected countries® .............. —30 18 53 —32 23 —14 96 3 
Excluding Saudi Arabia........... —640 —8]12 654. 756 14 —56 Pal 3 
Southern and south-eastern Asia..... —2,084 —2,125 vs ee ay ae ae ae 
Selected countries .............. —1,756 —1,865 1,937 1,700 181 —165 188 —163 
OD GEREN Oa 0S: lap a ee —683 —132 260 Sam) —423 423 125 —-19 
DRUMMER rene gre horn iste are Sic = > —4,545 —4,321 
Selected countries ®............ —5,099 —4,817 4,916 5,204 —183 401 778 poe 
Excluding Oceania............. —4,416 —4,686 4,656 4,664 240 —22 653 —333 
Excluding Oceania and South 
JT Ae ad, Se eae —3,973 —4,488 4,400 4,660 427 —172 666 —308 
Excluding Oceania and outer 
= oT Pie A Se 3495  =3,262 3,363 3,019 —132 ~243 591 —383 
Excluding Oceania, outer Europe ; 
ea ae AtraeH anc ole - Se ay —3,065 3,107 POW: aD, —393 604 —358 
Excluding Oceania, outer ant 
South Africa, Saudi Arabia, 
Cuba and Weceacts We —4,932 —5,227 5,236 4,807 304 —420 366 —358 


EE ———————————— 


Source: International Monetary Fund, International Financial 
Statistics. : 

@ Exports f.o.b. minus imports C.1k. eA ; 

b Measured gross; each member’s “IMF position —reflecting 
its potential drawing rights—is equivalent to twice its quota 
minus the Fund’s holdings of its currency. 

¢ Greece, Ireland, Portugal and Spain. ; 

4 Aden, Cyprus, Ghana, Morocco, de Seay Rhodesia and 
Nyasaland, Sierra Leone, South Africa, Tanganyika, Tunisia, 
former French Equatorial Africa, French and United Kingdom 
dependencies in Africa and the Caribbean, excluding Algeria. 
(A portion of the sterling and franc holdings allocated to this 
region belong to territories in other regions.) 


> 


© Ethiopia, Iraq, Israel, Jordan, Libya, Saudi Arabia, Sudan, 
Syria, Turkey et United Arab Republic. 

f British North Borneo, Brunei, Burma, Ceylon, China (Tai- 
wan), Federation of Malaya, Hong Kong, India, Indonesia, 
Pakistan, Philippines, Reaublie of Korea, Republic of Viet-Nam, 
Sarawak and Thailand. 

& Australia and New Zealand. 


h Net totals for Latin America, outer Europe, Oceania and the 
“selected countries’ indicated in Africa and the West Indies, the 
Middle East and southern and south-eastern Asia. Algeria is in- 
cluded in the trade balance. Changes in sterling balances not 
allocated by region are included in the reserve totals. 
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The decline in official reserves in 1960 was concen- 
trated largely in Africa and Oceania and it was in these 
regions that the most notable recovery occurred in 
1961. This was almost entirely the result of a reduction 
in the trade deficit in Australia and South Africa where 
imports were cut back and exports increased; both 
countries borrowed from the IMF, and Australia also 
experienced a larger inflow of capital from other 
sources, while exchange controls imposed in South 
Africa curbed the outflow of private capital. In Nigeria 
and Rhodesia and Nyasaland the movement in reserves 
was also reversed. In the former an increase in exports 
narrowed the trade gap; in the latter the recovery in 
reserves was brought about partly by increasing the 
trade surplus and partly by reducing the outflow of 
funds. A rise in reserves in East Africa was more the 
result of net capital movements than of any improve- 
ment in the trade balance. 


Most of the other countries in Africa and Oceania 
lost foreign exchange in 1961. A rise in imports, not 
covered by an increase in export earnings, caused a 
sharp deterioration in the merchandise balance in 
Ghana and Morocco and a reversal in the movement of 
exchange holdings, both public and private. There were 
similar, though smaller, changes in Tunisia, and the 
reserves of the French franc area also declined. In New 
Zealand the trade balance moved from active to passive 
as earnings declined and imports rose, and reserves 
were drawn down for the second year running: at the 
end of 1961 official exchange holdings were equivalent 
to only six weeks’ import expenditure at current rates. 
By that time, however, New Zealand had acceded to the 
IMF, thus raising its potential liquidity to within the 
normal range of three-four months’ imports. 


In southern and south-eastern Asia, the Middle East 
(excluding Iran, Kuwait and the oil territories of the 
Persian Gulf for which current data are not available ) 
and Latin America (excluding Cuba for which recent 
official data are also lacking) liquidity changes were 
in the opposite direction: upward in 1960, downward 
in 1961. 


In southern and south-eastern Asia the pattern was 
set by Indonesia, Pakistan, the Philippines and the Re- 
public of Viet-Nam. All these countries had passive 
trade balances in 1961 and in all except Pakistan im- 
ports were higher and exports lower than in 1960. 
There was also a decline in liquidity in Burma, Ceylon 
and India in 1961, but this followed a decline in 1960: 
largely because the trade account was more nearly in 
balance the loss of reserves was smaller in 1961. In- 
deed, in Ceylon and India the reduction in liquidity in 
1961 took the form of a drawing on the resources avail- 
able from the IMF rather than a decline in foreign ex- 
change holdings, official or banking. 


Most of the other countries in southern and south- 
eastern Asia increased their reserves in 1961: in the 
case of China (Taiwan), the Republic of Korea and 


Thailand (where the trade deficit was reduced) to a 
greater extent than in 1960; in the case of British 
North Borneo, Brunei and Sarawak, the Federation of 
Malaya (where the trade surplus was reduced) and 
Hong Kong (where the trade deficit was increased) to 
a smaller extent than in 1960. In the Federation of 
Malaya, indeed, export earnings slipped back almost 
an eighth from the high 1960 level, while import ex- 
penditure rose to a record figure and the expansion in 
official foreign exchange holdings was almost offset by 
a contraction in those of commercial banks. 


In the Middle East the reversal in the over-all move- 
ment of reserves was not the result of a reversal in 
particular countries: only in the Sudan was there a 
swing from accumulation in 1960 to decumulation in 
1961 as rising imports turned the trade balance from 
active to passive. In most countries the 1960 movement 
persisted into 1961. Reserves expanded again in Ethio- 
pia, Israel, Jordan, Libya and Saudi Arabia; con- 
tracted again in Iraq, Syria, Turkey and the United 
Arab Republic. 


In Latin America (excluding Cuba) over-all changes 
in foreign exchange holdings were relatively small: a 
rise in official reserves in 1960 was more or less offset 
by a decline in the holdings of commercial banks, while 
in 1961 these movements were reversed. But the gain 
in official reserves in 1960 was accompanied by a con- 
siderable ($320 million) expansion in the accommoda- 
tion available from the IMF, while the loss in reserves 
in 1961 took place in the face of a considerable ($206 
million) call on IMF resources. Thus there was a sub- 
stantial deterioration in over-all liquidity. 


By far the largest reduction in foreign exchange 
holdings in 1961 occurred in Argentina where, under 
the impact of a decline in export earnings and a rise in 
import expenditure, the trade deficit rose by about 
$330 million to approximately $500 million. This 
reduction followed a major expansion in official re- 
serves in 1960: other reductions were smaller, but 
they followed a drawing down of official reserves in 
1960 as in Chile, Colombia, the Dominican Republic, 
El Salvador and Panama. In Chile, Colombia and, to a 
less extent, El Salvador, where imports had risen in 
1960 (and in 1961 in the case of Chile) in the face of 
static or declining export earnings, the reduction in 
reserves in 1961 was accompanied by a considerable 
weakening of the gross IMF position. In the Dominican 
Republic there was a shrinkage of the active trade 
balance between 1960 and 1961, but the loss in reserves 
reflects chiefly a continuation of the capital flight that 
had started in 1958. 


Elsewhere in Latin America, official foreign ex- 
change holdings were increased in 1961, most notably 
in Brazil, Mexico, Peru, Uruguay and Venezuela. In 
Venezuela this reflects chiefly the drying up of the 
outflow of capital that had proceeded at a high level 
since 1958. In the other countries, an expansion of 
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export earnings played a more significant role, ac- 
companied in Mexico and Uruguay by a cutback in 
imports and in Peru by an inflow of private capital. In 
Mexico, by contrast, the effect of a sharp reduction in 
the trade deficit was offset by adverse movements of 
private capital: there was an increased outflow and a 
smaller inflow, and the recovery in the official re- 
serves to the end-1959 level at the end of 1961 reflects, 
in large measure, a loan from the United States Ex- 
port-Import Bank. The official reserves of Ecuador and 
Nicaragua were sustained by IMF borrowing: both 
experienced an outflow of private capital and in Ecua- 
dor there was a sharp drop in export earnings which 
halved the active balance of trade. 


Among the primary exporting countries of Europe 
there was a further sizable increase in foreign ex- 
change reserves in 1961. It was concentrated over- 
whelmingly in Spain where, notwithstanding a major 
expansion in imports unsupported by any rise in 
export earnings, the inflow of invisibles and capital 
raised ofhcial holdings to record levels—approaching 
one billion dollars in March 1962. In Greece and Ire- 
land there was relatively little change in the passive 
trade balance—both exports and imports expanding 
moderately—and an increase in invisible earnings, 
particularly from tourism, and in the inflow of capital 
raised official reserves by about 12 per cent and 6 per 
cent, respectively. In Portugal, on the other hand, a 20 
per cent increase in import expenditure was financed 
almost entirely from reserves: official exchange hold- 
ings fell by about an eighth to the lowest end-year 
level since 1953. 


In the aggregate, there seems to have been a slight 
narrowing in the trade gap of the primary exporting 
countries between 1960 and 1961 and this helped to 
bring to a halt the drain on reserves that had occurred 
in 1960. Also contributing to the over-all recovery that 
was registered in official reserves—about $0.4 billion— 
were several other factors including, in particular, an 
expansion in earnings from items other than trade 
(particularly tourism). the receipt of more grant 
income and more capital (public and private), an in- 
crease in gold production ($50 million, very largely in 
South Africa) and a movement of foreign exchange 
from the IMF to national holdings. 


If Oceania is omitted from the primary exporting 
group,® the 1960 trade deficit is seen to be much 
smaller and the change between 1960 and 1961 a 
widening rather than a narrowing of the gap. Outside 
Oceania there was a sizable rise in reserves in 1960 
but a small decline in 1961. If outer Europe is also 
excluded, the reduction between 1960 and 1961 in the 
trade deficit in the remaining primary exporting coun- 
tries was insufficient to prevent an appreciable running 
down of official reserves. If South Africa is excluded 

3 For lack of current data this group already excludes the 


petroleum exporters of the Persian Gulf, the Netherlands An- 
tilles and Portuguese and Spanish territories in Africa. 


the result is a slight increase in the trade deficit be- 
tween 1960 and 1961 and a much larger decline in 
reserves. The omission of the two major oil exporters 
—Saudi Arabia and Venezuela—with their large trade 
surpluses, exposes the nature of the changes occurring 
in the under-developed members of the primary ex- 
porting group. The 1960 movement was sharply re- 
versed in 1961: there was a measurable widening of 
the trade gap (to about $5.2 billion), a considerable 
drain of reserves (of over $0.4 billion) and a substan- 
tial reduction in the liquidity provided by drawing 
rights on the IMF (of almost $0.4 billion). 


THE FLOW OF CAPITAL 


The slight decline in the merchandise deficit of the 
primary exporting countries as a group eased the strain 
on the balance of payments of several of its members 
in which it had been mounting rapidly in 1960. The 
pressure on the external equilibrium of many countries 
remained very strong, however: the over-all rise in 
official reserves in 1961 was less a measure of the gen- 
eral slackening of that pressure than of the results of 
actions taken by a few countries to curb imports. It 
was also a reflection of a further expansion in the net 
inflow of capital to a number of countries in the group. 

It was pointed out in the foregoing discussion that 
the widening of the combined trade gap in 1960 and 
the consequent drawing down of reserves in a number 


of primary exporting countries occasioned a good deal 


of borrowing from the IMF. In the aggregate the net 
drawings of the primary exporting countries rose from 
a mere $15 million in 1959 to $97 million in 1960 and 
to no less than $577 million in 1961. Operations were 
widespread, but the bulk of the funds went to Latin 
America ($275 million to Colombia, Chile, Argentina, 
Mexico, Brazil, Ecuador, Costa Rica, Nicaragua and 
Honduras), Oceania ($175 million to Australia) and 
southern and south-eastern Asia ($161 million to In- 
dia, Indonesia and Ceylon). The only borrower in 
Africa was South Africa ($25 million) while in the 
Middle East—which had been a major borrowing re- 
gion in 1960—a $9.5 million drawing by Turkey was 
more than offset by repayments by Iran, the Sudan, 
Syria and the United Arab Republic. In outer Europe, 
Spain repaid the amount of $50 million borrowed in 
1959. 

Unlike the IMF, the International Bank for Recon- 
struction and Development (IBRD) disbursed less to 
the primary exporting countries in 1961 than in 1960 
—about $452 million as against about $510 million. 
Since repayments were appreciably greater in 1961, net 
disbursements dropped rather more sharply—from 
$218 million to $156 million. The only region to re- 
ceive more in 1961 than in 1960 was Latin America— 
$55 million as against $29 million. Net disbursements 
dropped 9 per cent in southern and south-eastern Asia 
(to $76 million), 64 per cent in the Middle East (to 
$28 million) and 82 per cent in Africa (to $14 mil- 
lion). Oceania was again a net repayer—to the extent 


160 


of about $17 million. The largest individual advances 
were those going to India ($45.5 million net), Brazil 
($17.4 million), Colombia ($16.5 million), Mauri- 
tania ($15.3 million), Gabon ($14.8 million) and 
Pakistan ($13.4 million). 


The amount disbursed by the International Finance 
Corporation (IFC) in the primary exporting countries 
in 1961 was under $8 million, less than two-thirds of 
the 1960 figure. As before, most of the investments 
were made in Latin America: Colombia ($2.4 million), 
Peru ($1.3 million), Chile ($1.1 million) and smaller 
amounts in Mexico and Venezuela. One of the largest 
amounts ($2.3 million) went to Tanganyika as part 
of the capital of a sugar growing and milling project 


agreed to in 1960. 


An increase in expenditure in Africa was also a fea- 
ture of the United Nations Expanded Programme of 
Technical Assistance (EPTA) in 1961. Project costs 
exceeded $31 million in 1961—compared with $28 
million in 1960—while a further $18 million was dis- 
bursed under the regular technical assistance pro- 
gramme and aid from the specialized agencies. About 
$10 million of the EPTA disbursements were in south- 
ern and south-eastern Asia, $8 million in Latin Amer- 
ica and the Caribbean, somewhat more than $6 million 
in Africa and somewhat less than $6 million in the 


Middle East. 


One of the reasons for the falling away of IBRD 
lending is the diminishing capacity of many potential 
borrowers among the primary exporting countries to 
carry new external debt: as their total foreign indebt- 
edness mounts, the ability of these countries to service 
additional loans from normal—often slow-growing— 
export earnings tends to shrink. For this reason, dis- 
bursements from the International Development Asso- 
ciation (IDA)—mostly in the form of long-term low 
interest loans—might be expected to increase. Its first 
credit was agreed to in May 1961; by April 1962 it had 
committed about $200 million, mostly in the form of 
fifty-year loans at no cost other than a 0.75 per cent per 
annum service charge, with repayments to commence 
only after ten years. Very little of this money was paid 
out in 1961, however: its contribution to the flow of 
capital lies in the future. 


Another source of capital of considerable potential 
importance is the Inter-American Development Bank 
(IDB). Within the region its activities were widespread 
in 1961: it negotiated no less than seventy-three loans 
and committed almost $294 million. The largest 
amounts were for projects in Venezuela ($42 million), 
Colombia ($36 million), Chile ($33 million). Brazil 
($32 million), Argentina ($30 million) and Peru ($29 
million), but twelve other countries were among the 
borrowers and the purposes of the loans covered a 
wide spectrum: over one-third of the capital committed 
was to be drawn from a Social Progress Trust Fund. 
The impact of these operations lies almost wholly in 
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the future: less than $6.5 million was disbursed in 


1961. 

About $6 million of the IDB disbursement was in 
United States dollars. This was a small fraction of total 
public loans made by the United States to Latin Amer- 
ica in 1961: on a net basis this rose sharply from less 
than $0.2 billion in 1960 to about $0.7 billion in 1961. 
Public grants to Latin America also rose and in the 
ageregate the outflow of non-military funds from the 
United States to Latin America reached about $0.85 
billion—over three times as much as in 1960. Most of 
United States public funds, however, went elsewhere: 
the total of non-military grants flowing to regions 
other than Latin America was in excess of $1.3 billion 
in 1961. This was about 14 per cent more than in 1960 
but the increase was offset by a reduction in public 
loans: these (net of repayments) amounted to rather 
less than $0.8 billion as against rather more than $0.9 
billion in 1960. Thus the bulk of the increase in the 
aggregate net outflow of public funds (loan and grant) 
from the United States between 1960 and 1961—from 
$2.4 to $3.0 billion—represents the expansion in Latin 
American capital aid. 


The movement of United States private capital fol- 
lowed a different pattern: the net flow to Latin America 
declined substantially, but there was a major increase 
in the flow to other primary exporting countries. The 
decline in the net amount of private capital moving to 
Latin America (about 14 per cent) affected long-term 
as well as short-term flow, but in the former it was 
concentrated in portfolio and other forms of indirect 
investment: the amount of direct private investment— 
at about $0.2 billion—was more than double the 1960 
figure. Direct United States private investment also 
rose sharply in other primary exporting regions, thus 
reversing the decline that had been under way since 
1957: in the aggregate, net direct private investment 
in the primary exporting countries increased from less 
than $0.3 billion to about $0.6 billion. Short-term 
private investment (also measured net) increased by 
almost 50 per cent to about one billion dollars (includ- 
ing that going to Japan)—virtually the same expansion 
as recorded by total long-term private investment. 


Excluding private short-term capital and public mili- 
tary grants, the net outflow of capital from the United 
States to the primary exporting countries (and Japan) 
thus rose from about $3 billion in 1960 to about $4. 
billion in 1961, somewhat more than half of the in- 
crement going to Latin America. 


There was also a substantial increase—more than 
one-third—in the outflow of public capital from the 
United Kingdom. The increase amounted to about $123 
million—from $340 million to $463 million—and al- 
most 90 per cent of it went to the continent of Africa, 
60 per cent in the form of grants and 40 per cent as 
loans. Next to Africa, the largest outflow in 1961 was 
to Asia: this remained more or less at the 1960 level 
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of $129 million but the proportion in the form of 
grants rose from 37 per cent to 46 per cent. Public 
capital moving from the United Kingdom to other 
primary exporting regions remained at about $100 
million, dropping from 28 per cent to 22 per cent of 
the total. 


The increase in the flow of public capital from the 
Federal Republic of Germany to the primary exporting 
countries was also rather more than a third: from $336 
million in 1960 to $452 million in 1961. In this case, 
however, three-fourths of the increment was in the 
form of loans—about $42 million to Asia, $22 million 
to outer Europe, $15 million to Latin America and $7 
million to Africa. Most of the increase in grants went 
to outer Europe (about $17 million). By far the larg- 
est recipient of public capital from the Federal Repub- 
lic of Germany was Asia: in 1961 countries in this 
region received the equivalent of $292 million—over 
60 per cent of the total—compared with about $73 
million going to outer Europe and $70 million to Latin 


America. 


The outflow of funds from a number of other in- 
dustrial countries also appears to have been greater 
in 1961 than in the previous year, though official data 
are lacking for the precise measurement of the change 
in actual movements of capital. French budgetary pro- 
visions for the African franc area, for example, reached 
a total equivalent to almost $600 million. Most of this 
represents subventions of local expenditures by the 
Governments of former French African territories, as 
well as various types of technical assistance. 


France and the Federal Republic of Germany were 
again the principal contributors to the European Eco- 
nomic Community Development Fund whose revenue 
has been increasing steadily from the equivalent of $58 
million in 1958 to a planned $224 million in 1962. By 
the end of 1961, projects to a value of $250 million had 
been approved, mostly in the former French territories, 
for financing by grants from this Fund. 


There was also an increased outflow of capital from 
Japan, partly in reparation payments, partly in direct 
investment and partly in deferred payments for ex- 
ports. The reparations went to countries in South East 
Asia, chiefly to Burma, Indonesia and the Philippines. 
The investments were more widely spread, not only 
over southern and south-eastern Asia, but also in Latin 
America, the Middle East and Africa, designed in many 
cases to develop industries that would subsequently 
export to Japan—iron ore and petroleum, for example. 

Funds also continued to flow from the Union of 
Soviet Socialist Republics, chiefly to the countries with 
which earlier rouble credits had been arranged. The 
United Arab Republic, for example, received the final 
instalment of the 700 million rouble loan in terms of 
which various industrial projects had been undertaken 
since 1958, including in particular the steel works at 
Helwan. A steel plant was also among the industrial 


projects financed in part by Soviet loans to India. In- 
donesia was also a major recipient of Soviet funds in 


1961. 


THE IMPACT ON POLICY 


It was largely as a result of these capital movements 
—and in particular, the greatly expanded operations 
of the International Monetary Fund—that the foreign 
exchange holdings of the primary exporting countries 
recorded an over-all increase in 1961. The proportion 
of countries in which official reserves increased dur- 
ing the year rose from 40 per cent in 1960 to over 50 
per cent in 1961, and the proportion in which reserves 
increased by more than 30 per cent rose from 11 per 
cent to 18 per cent. Among the latter were Bolivia, 
Israel, Paraguay, Peru, the Republic of Korea, and 
Spain as well as several countries which had drawn 
from the IMF—Australia, Brazil, Nicaragua and South 
Africa, for example. 

Notwithstanding this over-all increase, the number 
of countries in which reserves were sharply reduced 
was greater in 1961 than in 1960: thus the proportion 
losing more than a fifth of their official exchange hold- 
ings in the course of the year rose from 18 per cent to 
23 per cent. In some cases—Argentina, Chile, Costa 
Rica, Indonesia, for example—these reductions in re- 
serves took place in spite of substantial borrowing from 
the IMF. 

Despite some easing of pressure on reserves, there- 
fore, the general shape of balance of payments policy 
in 1961 was defensive: in some cases—particularly 
where measures had been adopted early—it became 
somewhat less so as the year advanced; in other cases, 
actions became progressively more restrictive. The 
most common was quantitative control over imports: 
these were imposed or made more stringent in a num- 
ber of countries—late in 1960 or early in 1961 in Cey- 
lon, India, Mexico, New Zealand and South Africa, 
later in 1961 in Indonesia and at the beginning of 
1962 in Chile. India cut many import quotas, giving 
priority to the importation of essential maintenance 
goods—raw materials, components and spares for 
keeping up current production—rather than capital 
goods for new development. In the last quarter of the 
year import licences had to be suspended in Indonesia, 
while in Chile all exchange transactions were halted 
around the turn of the year while a new system of con- 
trol was instituted—including the raising of prior de- 
posits on permitted imports and a reversion to what 
was, in effect, a set of multiple exchange rates. 

In a number of countries, fiscal action was also taken 
to influence the trade balance. In South Africa, duties 
were raised on many less essential imports and also on 
motor-cars. In the Philippines the raising of duties was 
associated with some tariff rationalization, the higher 
rates being designed to protect domestic industry. In 
Mexico, drawbacks of duty were offered on materials 
incorporated into manufactures to be subsequently ex- 
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ported. Mexico also lowered taxes on major exports— 
notably coffee and cotton—as did a number of other 
countries, including Argentina (on 1961/62 agricul- 
tural crops) and Ceylon (on rubber and coconut prod- 
ucts). In the United Arab Republic the premium on 
repatriated proceeds of cotton exports was raised in 
December 1961, thus making possible a higher dis- 


count on export prices. 


In some countries a similar result was secured by 
adjustment of the rate of exchange. In Brazil, where 
the value of the free cruzeiro depreciated from 205 to 
318 per United States dollar in the course of 1961, the 
coffee cruzeiro was altered from 90 to about 134 (per 
dollar). The Korean kwan was halved in value in Feb- 
ruary 1961, and smaller changes in the same direction 
were effected in Colombia (where the free rate slipped 
from 7.23 to 8.82 pesos per dollar), in Costa Rica 
(where the principal export rate was brought into line 
with the import rate, from 5.60 to 6.22 colones per 
dollar), in Ecuador (where the sucre was devalued— 
from 15 to 18 per dollar—in July and the free rate 
slipped from 17.50 to 21.62 sucres per dollar in the 
course of the year) and in the Philippines (where fol- 
lowing devaluation of the export rate in 1960, the ex- 
change system was simplified in January 1962, the 
effective import rate being raised from about 2 to 
about 3.5 pesos per dollar). In the Republic of Viet- 
Nam, the imposition of a general tax on exchange 
transactions at the beginning of 1962 had the effect of 
devaluing the piastre from 35 to 60 per dollar. In Feb- 
ruary 1962 the Israeli pound was devalued by a simi- 
lar proportion: from 1.80 to 3.00 per dollar. In Argen- 
tina the peso came under increasing pressure as do- 
mestic costs and prices rose, the trade gap widened 
and reserves were drawn down: in March 1962 the 
central bank ceased to support the exchange rate of 83 
pesos per dollar that had been in effect since January 


Domestic 


There was a general increase in gross domestic 
product in the primary exporting countries between 
1960 and 1961. Its basis lay largely in the agricultural 
sector, which had shown little or no over-all advance 
in the preceding interval, but there were also increases 
in manufacturing output and in the output of mining 
and other sectors, though in many cases these were 
rather smaller than in 1960. While in general the ex- 
pansion in domestic production was somewhat greater 
between 1960 and 1961 than between 1959 and 1960. 
the contribution coming from abroad showed no such 
advance. Consequently, the increase in total supplies 
was much the same as in the previous interval. 


The counterpart to the expansion in agriculture was 
a tendency for consumption to rise to a rather oreater 
extent than in 1960. Conversely, the falling off in the 
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1959: the market was closed for three weeks and a 
rapid depreciation of the peso ensued. 


Most of these modifications of exchange rates were 
designed to correct for changes in relative price levels, 
induced largely by domestic inflation but also to some 
extent by the downward drift in the prices of some 
major primary commodities. By stimulating exports 
and deterring imports, these measures were enlisted in 
support of the balance of payments. In the Philippines, 
efforts were also made to curb the demand for imports 
by imposing restraints on credit—higher interest rates 
and limitations on bank advances. Disinflationary do- 
mestic policies were also adopted by Australia, Rho- 
desia and Nyasaland, South Africa and, to a less ex- 
tent, New Zealand, in defence of the external balance. 
The impact was most marked in Australia, but imports 
were also reduced in Rhodesia and South Africa. 


Rhodesia and South Africa were among the coun- 
tries which imposed or tightened exchange controls 
towards the end of 1960 or in the first half of 1961 in 
order to curb the flight of private capital. In South 
Africa the net outflow of private capital was reduced 
from over $200 million in 1960 to about $100 million 
in 1961: the rate of withdrawal declined from over 
$50 million in the first quarter of 1961 to about $7 
million in the last quarter. In Rhodesia a net outflow 
of almost $50 miilion in 1960 was converted into a net 
inflow of over $25 million in 1961. Controls also helped 
to restrain the flow of capital from Venezuela. The 
flight of private capital from Cuba and the Dominican 
Republic, on the other hand, seems to have continued 
in 1961. In August the Cuban currency was changed 
and all paper money replaced by new notes. In the 
Dominican Republic the practice of leaving abroad a 
portion of the proceeds of exports was reflected, as in 
1960, by a rapid running down of reserves in the face 
of another large active balance of trade. 


equilibrium 


growth of imports exerted its greatest impact on the 
expansion of investment: this was somewhat less than 
in 1960. In the aggregate, gross domestic expenditure 
seems to have increased between 1960 and 1961 by 
much the same proportion as between 1959 and 1960. 


Though exports increased somewhat less between 
1960 and 1961 than in the previous interval and gross 
domestic product increased appreciably more, the pro- 
portion of total output going into exports again in- 
creased, though only fractionally. However, as average 
export prices were somewhat lower, this yielded an 
increment in purchasing power over imports that was 
proportionately less than the increment in production. 
\t the same time, domestic demand tended to run 
ahead of available supplies in a number of countries. 
The result in some cases was a rise in import expendi- 
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ture financed by borrowing or by running down re- 
serves. Where imports could not be expanded sufficient- 
ly, the imbalance was reflected in rising prices. On the 
whole this occurred more frequently in 1961 than in 
1960. And in some cases, where the connexion between 
prices and wages was close or sensitive, there was a 
tendency for an inflationary spiral to develop. In gen- 
eral, therefore, the domestic equilibrium that had been 
established by means of stabilization programmes in 
various countries in 1959 and 1960 came under mount- 
ing pressure in 1961. 


CHANGES IN SUPPLY 


Domestic production in the primary exporting coun- 
tries increased to a somewhat greater extent between 
1960 and 1961 than between 1959 and 1960. The gain 
was almost entirely in agriculture: expansion in the 
other sectors was much the same in 1961 as it had been 
in the previous period. In 1960, agriculture had failed 
to advance in about 40 per cent of the primary export- 
ing countries; in 196] this happened in only about a 
fourth of these countries.* It was largely as a result of 
this improvement in agricultural performance that the 
average rate of growth of per capita gross domestic 
production was more or less doubled: from about one 
per cent between 1959 and 1960 to about 2 per cent 
between 1960 and 1961. 


Total agricultural production which had barely in- 
creased between 1958/59 and 1959/60, rose by over 
5 per cent between 1959/60 and 1960/61. The expan- 
sion was general: the few countries to reap poorer 
erops in 1960/61 were concentrated largely in east and 
north Africa, though there were also declines in 
Panama and Turkey and a smaller out-turn of rice in 
Burma and Indonesia, while in Argentina over-all out- 
put was maintained by greater pastoral production in 
the face of a reduction in the cereal harvest. Among 
the most notable increases were those in Australia 
(especially cereals), Ceylon (copra), Ghana (cocoa), 
Greece (olives, tobacco, cotton, rice and several fruit 
crops), Iran (sugar, barley and tobacco), Jordan 
(wheat). Syria (where there was a notable recovery in 
almost all crops) and Venezuela (maize, sugar, cocoa, 


cassava and sesame). 


One of the most important contributions to the 
better food supply was the out-turn of rice: despite 
the reductions in Burma and Indonesia, there was a 
gain of almost 8 per cent in southern and south-eastern 
Asia and an increase in production in Africa and Latin 


4 This generalization and others made in this section should 
be regarded as suggestive rather than definitive. They are based 
on preliminary data, assembled to provide indicators, for forty- 
two countries. This is a smaller sample than was used in United 
Nations, World Economic Survey, 1960, and among the coun- 
tries omitted for lack of data are several that probably experi- 
enced poorer harvests in 1960/61 than in 1959/60. The inclu- 
sion of these countries might well have lessened the contrast 
between 1961 and 1960 in respect of the role of agriculture in 
the growth of total production. 


America also. Maize production was also higher in 
these regions, particularly in Argentina, southern 
Africa and Thailand. Increases in sugar production 
were widespread; in Latin America and southern and 
south-eastern Asia the 1960/61 harvest was a record 
one, in India the expansion turned the country into a 
net exporter. There were increases in coffee production 
in Africa and Asia in 1960/61, and in Latin America 
in 1961/62, but in total neither crop was up to the 
record 1959/60 level. Cocoa production, on the other 
hand, increased both in 1960/61 and in 1961/62, ex- 
pansion in west African crops dominated the 1960/61 
increase, recovery in Brazil that of 1961/62. There was 
little change in the volume of palm oils produced, but 
the distribution of sources was different: a rise in coco- 
nut output in southern and south-eastern Asia made 
good a decline in the African output of palm oil and 
palm kernels. The west African ground-nut harvest 
recovered strongly from the reduction registered in 
1900. 


Among the non-food crops, the primary exporting 
countries produced a substantially larger cotton crop 
than in 1959/60, particularly in Latin America and 
India. Latin America also produced more wool, but 
this was offset by a slight decline in Oceania. The jute 
crop in India and Pakistan was down in volume but 
up in export value. There was a decline in abaca 
output in the Philippines but a compensating increase 
in sisal output in east Africa and Brazil. Rubber pro- 
duction increased by about 5 per cent, largely because 
of a recovery in Indonesia. 


In contrast to 1960, 1961 saw an expansion in min- 
ing output (excluding petroleum) no greater than the 
expansion in agriculture. Lead ore production in the 
primary exporting countries was down by about 7 per 
cent, though more of the output was locally refined. 
Production of copper, tin and zinc recorded only slight 
increases—about one per cent. Copper output rose in 
Latin America and the Philippines but declined in 
Africa, Australia and the Middle East. Contraction in 
tin ore production in the Congo (Leopoldville) and 
Indonesia was rather more than offset by expansion 
elsewhere. Increases in zinc ore output in Latin Amer- 
ica and Spain more than compensated for reductions 
elsewhere. As more of this ore was refined domestically 
—especially in Australia, the Congo (Leopoldville) 
and Spain—the increase in zinc metal output was ap- 
preciably greater. Iron ore production was about 3 
per cent higher than in 1960, despite a sharp cutback 
in Venezuela and North Africa. 


Fuel production rose less in the primary exporting 
countries between 1960 and 1961 than it had between 
1959 and 1960, but it rose more than in the rest of the 
world. In the case of coal there was an increase of 
about 5 per cent, as against a decline of about 2 per 
cent elsewhere. The principal gains were in Australia, 
India and South Africa, though on a smaller scale 
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there were increases in several other countries, espe- 
cially in southern and south-eastern Asia and Latin 
America. The output of crude petroleum was about 7 
per cent above the 1960 level, compared with about 
5 per cent in the rest of the world. Gains were wide- 
spread, greatest in absolute terms in the exporting 
countries of the Middle East but also significant in 
many Latin American countries—especially Argentina, 
Brazil, Chile and Mexico—and in the new producing 
countries of Africa. 


There was a slight tendency for the growth in elec- 
tricity production to slow down in 1961: in the world 
as a whole (excluding mainland China) the rate 
dropped back from 9 per cent in 1959 and 1960 to 
about 7 per cent; in the primary exporting countries 
it slipped from 10 per cent to 9 per cent. This was 
largely the result of a deceleration in Australia—where 
the rate of growth dropped from 11 per cent to 4 per 
cent—and in a few of the smaller producing countries, 
such as Algeria, Colombia, Ireland, Tunisia and Tur- 
key. Kenya was the only country to produce less 
electricity in 1961 than in 1960, while in about 30 per 
cent of the primary exporting countries an increase of 
more than one-eighth was registered. 


The contrast between the primary exporting coun- 
tries and the rest of the world was much more marked 
in respect of steel. The rate of growth of world produc- 
tion (outside mainland China) dropped back sharply 
from 12 per cent to 4 per cent, whereas in the primary 
exporting countries there was some acceleration—from 
13 per cent to 16 per cent. Only Chile registered a 
decline in steel production between 1960 and 1961 and 
there were increases of over an eighth in Spain, a sixth 
in South America and a fourth in India and Mexico. 


Cement production continued to expand at the world 
average rate of about 7 per cent a year. The increase 
was appreciably greater than this in Oceania, southern 
and south-eastern Asia and outer Europe, appreciably 
less in Latin America, the Middle East and Africa, 
where the most significant lag was in Mexico and 
Trinidad, Turkey and the United Arab Republic, South 


Africa and Tunisia. 


In the aggregate, manufacturing production in the 
primary exporting countries increased by rather less 
than 5 per cent between 1960 and 1961—approximate- 
ly the same proportion as in the industrial countries, 
but a much lower proportion than had been registered 
in the previous year. In about half of the primary ex- 
porting countries for which estimates could be made, 
manufacturing production increased by more or less 
the average proportion—between 4 and 6 per cent; in 
a third the increase was greater, in a sixth it was less. 
Half of this last group consisted of countries in which 
manufacturing output was lower in 1961 than in 1960 


(see table 5-7). 


An aggregation of the out-turn of major sectors in 
forty-two primary exporting countries suggests that in 
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real terms the gross domestic product rose by 4 to 5 
per cent between 1960 and 1961, compared with 3 to 
4 per cent between 1959 and 1960. The distribution 
of changes did not differ greatly between one inter- 
val and the next, though there was a slight drift towards 
the extremes: in 196] both the proportion of countries 
registering a reduction in per capita production (about 
a fourth) and the proportion registering an increase 
of over 3 per cent (rather more than a third) were 
somewhat higher than in 1960. The proportion regis- 
tering some acceleration in the rate of expansion— 
about a third—was slightly less than the proportion in 
which there was a deceleration. The gain in the aver- 
age rate of growth reflects the fact that more of the 
countries with a large absolute gross domestic product 
—notably Argentina, Brazil, India and Spain—were 
in the high-growth group in 1961 than in 1960. 


The improvement in the average rate of expansion 
in domestic production was not paralleled by a com- 
parable growth in total supply: the sharp deceleration 
in the rate of increase in imports discussed in the first 
part of this chapter was sufficient to reduce the rate 
of expansion in available supplies below the 1960 
level. Between 1959 and 1960 the upsurge in imports 
was such that very few countries—less than 5 per cent 
—experienced a reduction in total supplies. Between 
1960 and 1961, by contrast, more than a third of the 
primary exporting countries disposed of a smaller per 
capita supply. 


The impact of changes in the flow of goods from 
abroad was greatest among the countries that had ex- 
perienced a loss of reserves in 1960: these were gen- 
erally the countries in which the swings in imports— 
upward in 1960 and downward in 1961—were sufh- 
cient to impose a pattern on total supplies. Of the 
countries that had gained reserves in 1960, only a 
fourth registered a decline in per capita supplies be- 
tween 1960 and 1961; of those that had lost reserves in 
1960, almost a half disposed of a smaller volume of 
goods per capita in 1961. With the exception of New 
Zealand—where imports continued to rise—all the 
countries that had their official reserves drawn down 
by a sixth or more in 1960 experienced a reduction in 
per capita supplies between 1960 and 1961. 


In the aggregate about 37 per cent of the primary 
exporting countries had a smaller volume of supplies 
available to them—on a per capita basis—in 1961. 
The sharpest declines were in countries in which the 
1961 harvest was a relatively poor one—Burma, 
Kenya, the Sudan, Tanganyika, Turkey and the United 
Arab Republic—but there was also a reduction in 
Australia were the cutback in imports was aggravated 
by a recession in industrial activity. At the other end 
of the scale, the proportion of countries in which per 
capita supplies available in 1961 were more than 3 
per cent above the 1960 level was also about 37 per 
cent. The most notable expansion was in China (Tai- 
wan), Greece, Ireland, Israel, Panama, Peru and 
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Table 5-7. Primary Exporting Countries: Indicated Chan 


ge between 1960 and 1961 in Total Supplies 


and Selected Components® 


Country® . ; 
¥ Agriculture® Manufacturing Mining Electricity domestic Imports Total 
Spain eGR CHE) ens BSTC nee B = = : product supplies® 
ee ee C G C € B F C 
Argentina....... eta Ae ene A : . , c He D 
Republic of Viet-Nam................... B B k C C E C 
SC ae a B C “C G B C B 
OL a —R y i B E C 
PRCOVORIA cc. oo. : oxo cenccevcnc......, “RB : y A —B A 
| SG 1 Se =e - A a I B 
Sea Ee re RB : . —C B Ak 
Malaya PAN rer: ES a. oe B B D D = A 
Sbiniibamckeey. 98. eats ook eck ee B C , , 3 : C 
es sec cen ica tee esses... B C B 4 B C B 
Republic of Korea...................... Ch _B E oe : - B 
Ee cei a F re _¢ . B —C B 
Paras Claiwan yee 5 eh cei cn, Ch D B D : = C 
ON a F Gi i . : 
USSSA «aR ele G C D 3 p A C 
Puerto FICO... ks ees ‘e C E 2 : 
UPS ee OER ie ra B B ;E f c 
eer ee Ae C @ ic G E i 
NTIS Sen Gs pel nee aa re = Be A A @ B G ; 
Mexico cs En te i ee B B —Bi fe B 26 . 
0 AVS ch Oe C C C E C B 7 
OSS = SE eee) ae Ab —B A D . 
SUSIE 2 0 eee ee C eae —C 2B @ » (C; sc 
cers ae A Eee he wee Soc 6 oe a oi os G 
LEAT UGS IIe. sl a Oe nn ae a pe bs : : . : 
St ae = B a D B E C 
oe eee ee eee ee B B —B B B B - 
0 OE OE ee —B C D G D C 
ESE HOCLER Somer aisle 2 ste.ceciss oho alas « evans @ A D B A B 
once aus aia Fess n gos Sac wa « Be D D C. B C 
NN in ok oy CY ens ass De Nee nya B C —D B 
LEO CEvis Co 0 ea i i a gl a Ca B A D B —B B 
United Arab Republic................... —Es B D Jee oO B A 
Pim Men binder oS ea es eS. A B —B (G B G; B 
(ately fo a eee eee Oa D —C B B A —D =(R 
Soi od a a a ee F C : @ C = B 
oe UE a —B Ci : —B —C A = 
[ieitae =. -peyeleespur Ae aie ee eee De Cn nee: ate 
el on a Be — oe G aoe —D Poe 
SOTTO TTA cs Oe ck te ean aie eee a Bh (G G (@ B ane A 
AVERAGE ® B B G (C B B B 


Source: Division of General Economic Research and Policies of 
the United Nations Secretariat; Statistical Office of the United 
Nations, Monthly Bulletin of Statistics, Food and Agriculture 
Organization of the United Nations, Monthly Bulletin of Agri- 
cultural Economics and Statistics (Rome); replies to the United 
Nations questionnaire of November 1961 on economic trends, 
problems and policies; national publications. 

@ Based on preliminary official estimates of the national ac- 
counts or on “indicators” derived from official or semi-official 
statistics of production, trade and poo ia Where indicators 
were used, changes in gross domestic product and its components 
reflect changes in real terms in the output of all the items of 
goods and services for which data were obtainable, combined in 
accordance with weights derived from national accounts ot 
recent years. The indicated changes are necessarily tentative, 
being based in some cases on less than a full year’s figures, both 
for the sectors shown and for other sectors for which estimates 
were made. The symbols indicate a percentage range of increase or 
decrease (—): A = —lto1;B = 2 to 5;C = 6to10;D = 11 
to 15; E = 16 to 20; F = 21 and over. ; 

> Countries are arrayed in descending order of change in gold 
and foreign exchange holdings in 1960, from the largest relative 


increase to the largest relative decline. 

° Including livestock, except where stated. 

4 Quantum index. 

° Weighted aggregate of gross domestic product and imports; 
the weight attached to imports was derived from the national 
accounts for 1959. 

' Change between 1959/60 and 1960/61 (July-June). 

£ Excluding livestock. 

» Including forestry and fishery. 

i Mining is included with manufacturing. 

i Excluding petroleum. 

k Change between 1959/60 and 1960/61 (October-September) . 

! Agricultural production based on 1961/62 crops. The de- 
struction of 5 million bags of old coffee stock has been treated as 
a deduction from agricultural and gross production and from 
investment. 

™ Petroleum only. 

» Based on production in the countries for which symbols are 
indicated, weighted by the average output of the sector in ques- 
tion in dollars in 1952-1954, except for imports, for which 1960 
dollar values were used as weights, and electricity, for which 
actual 1960 and 1961 output was used. 
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; paeve ea is 
Spain, where an upsurge 1n imports supplemented 
substantial rise in domestic production. 


CHANGES IN THE USE OF SUPPLIES 


The changes that occurred in the magnitude and 
composition of the flow of goods in the primary ex- 
porting countries had their counterpart 1n changes in 
the way in which the goods were used. The expansion 
in agricultural production helped to induce a greater 
increase in consumption between 1960 and 1961 than 
had taken place between 1959 and 1960. The decline 
in the rate of growth of mining production was related 
to the decline in the rate of growth of exports. One 
aspect of the curb on imports was a smaller expansion 
in capital formation, both fixed investment and in- 
ventory accumulation. 


On a per capita basis, the average indicated rate of 
increase in real consumption, public and private, was 
twice as high between 1960 and 1961 (about 2 per 
cent) as it had been between 1959 and 1960. The 
number of countries registering a greater increase in 
1961 than in 1960 was slightly smaller than the num- 
ber registering a smaller increase, but it included 
several major countries—Argentina, India, Pakistan 
and Spain, for example—in which there was a marked 
rise in consumption. And the proportion of countries 
in which per capita consumption rose by 3 per cent or 
more was somewhat greater in 1961 (38 per cent) than 


in 1960 (32 per cent). 


At the same time, the average indicated rate of 
growth in fixed investment slipped back slightly: be- 
tween 1959 and 1960 it was 8 to 9 per cent, between 
1960 and 1961 it was 7 to 8 per cent. In about 44 per 
cent of the primary exporting countries the rate of 
expansion was lower; in about 32 per cent it was 
higher, in the remaining 24 per cent it was more or 
less the same. The proportion of countries achieving 
high indicated rates of increase—over 10 per cent 
above the previous year—dropped back from 39 per 
cent in 1960 to 36 per cent in 1961. Correspondingly, 
the proportion of countries in which fixed investment 
declined rose from 17 per cent to 21 per cent, and the 
proportion in which the expansion was 5 per cent or 
less rose from 17 per cent to 24 per cent. 


Most of the countries in which indicated per capita 
consumption declined between 1960 and 1961 regis- 
tered little or no expansion in investment (see table 
5-8). The exceptions were Indonesia, the Republic of 
Korea, the Sudan and the United Arab Republic. In 
Indonesia and the Republic of Korea a larger pro- 
portion of total supplies went into stocks as well as 
into fixed capital formation. There was also an increase 
in exports in Indonesia but because of a sharp decline 
in average unit value, earnings were down and the 
trade balance moved from surplus to deficit. Though 
imports of consumer goods were substantially ereater 
than in 1960, rice imports were reduced and food sup- 


plies were smaller—especially in Java where there was 
a poor cereal crop—and the cost of living rose rapidly, 
especially in the second half of the year. This rise, 
along with a further expansion of credit to the public 
sector, served to accelerate very sharply the rate of 
increase in domestic prices. 


In the Sudan, on the other hand, a smaller propor- 
tion of supplies was used for exports and, despite a 
further rise in both public and private investment, 
there was some deceleration in the rate at which prices 
had been rising. The United Arab Republic also export- 
ed much less in 1961; the increase in fixed investment 
—chiefly in the public sector—was less than in 1960 
and there was some drawing down of inventories 
which also helped to reduce the pressure on supplies 
and maintain price stability. 

Among the countries in which, on a per capita basis, 
both consumption and investment declined—Australia, 
Guatemala, Jordan, Mexico, South Africa and Turkey 
—the reduction was confined largely to the private 
sector: government expenditure, current and capital, 
was generally higher in 1961. These were the countries 
in which demand was being held in check for balance 
of payments reasons. Except in Guatemala, exports 
absorbed a significantly larger proportion of supplies 
than in 1960. In Australia the disinflationary measures 
introduced in November 1960 served to depress de- 
mand and bring the rise in retail prices to a virtual 
halt, but it also tended to reduce industrial production 
and increase the level of unemployment: as external 
accounts improved, policies were modified in the 
course of 1961 and by the beginning of 1962 were 
predominantly expansionary. To a less degree, South 
Africa went through a similar cycle of restriction— 
chiefly through monetary policy—in defence of shrink- 
ing reserves, and expansion when the external balance 
seemed stronger. In Mexico, even more than in South 
Africa, investment was affected by the outflow of 
private capital: despite a considerable increase in 
public investment, total fixed capital formation was no 
greater than in 1960 and. as in Australia, the upward 
movement of prices was halted. In Turkey, by con- 
trast, inflationary pressures tended to re-emerge in 
1961: public expenditures offset in large measure the 
reductions in private consumption and investment, 
induced by the poor 196] harvest and the earlier 
policy of deflation that had caused prices to decline in 
1960. 


Most of the countries in which consumption rose 
moderately between 1960 and 1961—between one and 
3 per cent, on a per capita basis—experienced a vigor- 
ous expansion in investment. The exceptions were 
Burma, Ceylon and the Republic of Viet-Nam and to a 
less extent Ghana and New Zealand. In these countries 
private capital formation tended to lag, absolutely in 
the first three countries—all of which suffered from 
internal disturbances in differing degree—and relative- 
ly to 1960 growth in Ghana and New Zealand. Except 
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Indicated Change between 1960 and 1961 in the Use of Supplies* 


Gross capital formation Exports 
Country» Total Consumption ae ate of $5 ‘ 7 - 
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Source: Division of General Economic Research and Policies of 
the United Nations Secretariat; replies to the United Nations 
questionnaire of November 1961 on economic trends, problems 
and policies. ; 

a In the absence of official figures many of the symbols in 
this table are based on “‘indicators’’ derived from national 
statistics of trade, production and public finance. W here indi- 
cators were used, changes in expenditure reflect “apparent dis- 
appearance” (production minus exports plus imports, with due 
allowance for inventory changes whenever possible). Consump- 
tion was measured by the apparent disappearance of major food 
items, major textile items and major consumer durables. Fixed 
capital formation was measured by the apparent disappearance of 
cement, steel, machinery and major producer durables. In some 
countries an index of construction activity was also used in 
assessing investment changes. In most cases the indicators were 
computed in real (physical) terms: where values were used, 
they were reduced to a constant (1960) oe basis by means of 
the most appropriate available deflator. Where official estimates 


were used, they were preliminary figures. In general, the indi- 
cators were based on a comparison of figures for at least the 
first three quarters of 1961 with those for the corresponding 
period in 1960. The symbols indicate a percentage range of 
increase or decrease (—): A = —1to1;B = 2to5;C = 6to 10; 
D = 11 to 15; E = 16 to 20; F = 21 to 30; G = 31 to 40. 

» Countries are arrayed in ascending order of increase in the 
cost of living index, averaging the change between 1960 and 1961 
and the change during 1961. 

© Change between 1959/60 and 1960/61 (July-June). 

4 Change between 1959/60 and 1960/61 (October-September). 


© The destruction of 5 million bags of old coffee stock has been 
treated as a deduction from supply and from gross capital 
formation, 

‘ Indicated changes in supplies, consumption, fixed investment 
and gross domestic expenditure weighted by the 1952-1954 
average net national product at factor cost in dollars; indicated 
changes in exports weighted by export values in 1960. 
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in Burma, there was a marked worsening in the terms 
of trade and in all five countries, foreign exchange 
reserves were under pressure and official policy was 
to restrain import demand. Internally, price move- 
ments were generally small, indicating a fair degree of 
balance between supplies and their use: there was a 
slight deceleration in the rise in the cost of living in 
Burma, a slight acceleration in Ceylon and the Repub- 
lic of Viet-Nam, a further increase of about 2 per cent 
in New Zealand where wage pressures began to mount 
in the face of over-full employment, and a sharper rise 
in Ghana in the wake of poor domestic food crops 
and a rise in customs duties imposed, in part, to nar- 
row the budgetary gap opened up by a decline in 
revenue from cocoa exports as the terms of trade de- 


teriorated. 


The other countries registering a moderate rise in 
per capita consumption—Cambodia, Ethiopia, Malaya, 
Iraq, Ireland, Peru, the Philippines, Spain, Syria and 
Thailand—all increased their fixed capital formation 
by substantially more. In most of these countries the 
expansion was proportionately greater in the public 
sector than in the private sector, both in current ex- 
penditure and in investment. Except in Ethiopia and 
Malaya, there were signs of demand pressures in this 
group of countries. In Ireland and the Philippines, 
however, the cost of living rose rather less in 1961 than 
in 1960. In the Philippines, monetary policy was 
tightened during the year in order to curb the demand 
for imports in the face of a decline in exports, de- 
teriorating terms of trade and dwindling reserves. In 
Ireland, on the other hand, international liquidity was 
well maintained and an appreciable expansion in indus- 
trial employment was accompanied by some increases 
in wages and in wage claims. Average retail prices con- 
tinued to rise at much the same rate as in the previous 
period in Iraq (between 2 and 3 per cent a year), Peru 
(between 4 and 5 per cent) and Cambodia (about 6 per 
cent). In Spain, where there was a great spurt in do- 
mestic expenditure following the recession of 1960, the 
price increase accelerated perceptibly. There was a 
rather more marked acceleration in Syria and Thai- 
land, stimulated in part by an expansion of government 
borrowing and, in the case of Thailand, by higher rice 
prices. 


The principal feature of the expenditure pattern of 
the remaining primary exporting countries whose 
national account indicators are set forth in table 5-8 
is the increase in consumption. In most, this was 
associated with a decline or a very small expansion in 
investment, but in a few countries 1961 saw a con- 
siderable expansion in both consumption and invest- 
ment. 


The countries registering a large increase in con- 
sumption—public even more than private—alone with 
a reduction in investment, include Pakistan, Rhodesia 
and Venezuela. The decline in investment was largely 


in the private sector: in Rhodesia it reflects a lower 
volume of building, in Pakistan and Venezuela the 
reduction was concentrated to a greater extent in plant 
and equipment. In Pakistan, where the external balance 
was sustained by an increased flow of aid and more 
favourable terms of trade, less resources were devoted. 
to exports, credit conditions were liberalized in mid- 
year—primarily to stimulate investment in the eastern 
region—and pressure on supplies began to push up 
prices again. In Rhodesia and Venezuela the state of 
external balance was improved by the slowing down or 
reversal of capital flight and a small rise in exports, 
but the domestic balance was less satisfactory: in 
Rhodesia the slow rise in prices continued, while in 
Venezuela the level of unemployment remained high. 


Brazil and China (Taiwan) were countries in which 
there was a relatively large gain in consumption and a 
relatively small gain in fixed capital formation. Both 
were under external pressure and devoted to much 
higher proportion of their resources to exports in 1961 
than in 1960. In China (Taiwan), domestic pressures 
abated somewhat: the expansion in investment was 
much smaller than in the previous interval, more of it 
was financed from savings and there was a marked 
deceleration in the rate at which prices had been 
rising. In Brazil, by contrast, there was a sharp rise in 
the rate of increase in the cost of living, occasioned in 
part by a rise in the cruzeiro cost of imports as the 
exchange rate depreciated. The impact on the gross 
domestic product and investment of another large 
coffee crop in 1961/62 was neutralized to a degree by 
the destruction of a more or less equivalent amount of 
older, lower-grade coffee from government-held in- 
ventories, but the financing of the new crop—again in 
excess of export requirements—continued to aggravate 
the inflationary effects of an imbalance between do- 
mestic saving and investment. 


In the countries in which both consumption and 
fixed capital formation were expanded to an over- 
average degree, the pressure of demand strained in- 
ternal and external equilibrium to an increasing extent 
as the year progressed. The exception was Greece 
where a substantial rise in production and in foreign 
currency earnings—from trade and invisibles—pro- 
vided adequate resources for the rise in expenditure: 
the budget was in surplus, unemployment was reduced, 
private savings and foreign exchange reserves in- 
creased and prices remained relatively stable. 


In the other countries in this group—Argentina, 
Chile, Colombia, India, Israel and Portugal—prices 
moved upwards, very sharply in the Latin America 
members, where the wage-price spiral, which had been 
slowed down by stabilization measures in 1960, began 
to accelerate again in 1961. A smaller proportion. of 
resources was devoted to exports—in Argentina and 
Colombia, indeed, there was a sizable absolute decline 
in exports—and despite a considerable inflow of for- 
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eign capital, foreign exchange reserves were drawn 
down in all countries except Israel: slightly in India 
and Portugal, drastically in the Latin American coun- 
tries. In Israel, though the inflow of funds continued, 
the rise in domestic prices and costs helped to widen the 
trade gap and it was to improve the balance in the trade 
account that the currency was devalued in January 
1962. In the case of Argentina and Chile, the deterio- 
rating domestic balance was reflected in increasing 
pressure on the foreign exchange market and by early 
1962 a decline in the value of the currency. 


If the experience of this last group of countries is 
considered in conjunction with that of some of the 
countries in which domestic expenditure rose some- 
what less—Brazil, Indonesia, the Republic of Korea, 
the Republic of Viet-Nam and Syria, for example—it 
is evident that there was a perceptible strengthening of 
inflationary forces in the primary exporting countries 
in 1961. The proportion of countries in which retail 
prices began to rise, or rose at a faster pace than in 
the previous year, was about 39 per cent in 1961 com- 
pared with about 27 per cent in 1960. Conversely, the 
proportion in which prices were stable or falling 
dropped from 45 per cent in 1960 to about 33 per cent 
in 1961. In about one-fourth of the primary exporting 


countries the cost of living index rose by 6 per cent or 
more between the last quarter of 1960 and the last 
quarter of 1961. This was approximately the same 
proportion as in 1960. While in 1960, however, less 
than half of these countries registered an acceleration 
in the rate of increase, in 1961 there was acceleration 
in two-thirds, and in only 13 per cent was there a 
slackening or reversal (see table 5-9). 


Changes in the money supply also point to a quick- 
ening of inflationary forces. Almost twice as many 
countries experienced an acceleration in the rate of 
increase in money supply in 1961 as in 1960—relative 
in each case to the increase in the previous year. Among 
the countries in which the supply of money expanded 
by more than 10 per cent from one year to the next, the 
contrast was even more marked: about 60 per cent 
registered some acceleration in 1961 as against only 14 
per cent in 1960. Similarly, the majority of reversals 
of trend were from downward to upward between 1960 
and 1961, whereas between 1959 and 1960 the majority 
had been from upward to downward. In the aggregate, 
the proportion of primary exporting countries increas- 
ing their money supply by more than 3 per cent rose 
from about 60 per cent in 1960 to about 74 per cent 
in 1961 (see table 5-10). 


Table 5-9. Primary Exporting Countries: Distribution of Changes 
in the Cost of Living 


Number of countries in which, relative to the 
corresponding quarter of 1960, the cost of 
living index in the last quarter of 1961 was 


Trend in 19612 Total 
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less 
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Source: Division of General Economic Re- 
search and Policies of the United Nations Secre- 
tariat, based on Statistical Office of the United 
Nations, Monthly Bulletin of Statistics. 


2Change between the last quarter of 1960 
and the last quarter of 1961 is compared with the 
change between the last quarter of 1959 and the 
last quarter of 1960. 


Table 5-10. Primary Exporting Countries: Distribution of Changes in the Supply of Money 
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Number of countries in which, in relation to the change during the preceding year, 


the change during the indicated year registered 


Index of change in 
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Source: Division of General Economic Research and Policies 
of the United Nations Secretariat, based on International Mone- 
tary Fund, International Financial Statistics. 


® An arithmetic average of the change during the year and the 
change in the average between successive years. 
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The strengthening of inflationary forces derived in 
large part from developments in the public sector. 
Among the thirty-six countries for which appropriate 
data are available, the proportion in which the govern- 
ment incurred a cash deficit rose from 55 per cent in 
1960 to 72 per cent in 1961. Moreover, in 70 per cent 
of these countries, the impact on the money supply of 
government transactions with the banking system was 
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more expansionary (or less contractionary) between 
1960 and 1961 than it had been between 1959 and 
1960. And in over 70 per cent of the countries in which 
government indebtedness began to increase or in- 
creased at a more rapid pace, the expansion in 1961 
amounted to 6 per cent or more of government ex- 


penditure in 1960 (see table 5-1). 


Table 5-11. Primary Exporting Countries: Distribution of Changes in 
Government Budgetary Position 
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Source: Division of General Economic Research and Policies of the United Nations Secretariat, based on 


International Monetary Fund, International Financial Statistics and national sources. 
* As measured by the net change—indebtedness minus deposits—in government dealings with the bank- 


ing system. 


Outlook’ 


In so far as developments in the primary exporting 
countries are shaped by external forces—most notably 
the demand for the commodities they export and the 
flow of non-trade funds—it would appear that 1962 
should be another year of over-all stability. Exports 
to North America should respond to the expected con- 
tinuation of the recovery from the 1960/61 recession, 
while the rate of expansion in exports to the other in- 
dustrial countries may not rise much above the 3 per 
cent recorded in 1961 as growth rates level off in west- 
ern Europe and slacken in Japan. Hf industrial inven- 
tories are expanded, total demand for primary com- 
modities might increase more rapidly than is implied 
in this, but as capacity to produce most of the com- 
modities still appears ample, the sort of price changes 
which might set off such inventory building seems 
unlikely. 

On balance the prospects are for an over-all expan- 
sion in the volume of exports between 1961 and 1962. 
somewhat greater than that which occurred between 
1960 and 1961. It is probable, however, that part of 
the increase arising from volume will again be lost on 

5 This section is based in part on replies received from Gov- 


ernments to the United Nations questionnaire of November 1961 
on economic trends, problems and_ policies. 


price. The declines which depressed the unit value of 
exports between 1960 and 1961 (chiefly those of butter, 
cocoa, copra, rubber, jute, sisal and lead and zinc) 
seem to have levelled out, but they left the price index 
of primary commodity exports in the first quarter of 
1962 between one and 2 per cent lower than in the cor- 
responding portion of 1961. In the aggregate there- 
fore, though an expansion in export earnings is indi- 
cated for 1962. the advance may not be very much 
greater than that which occurred between 1960 and 
L961. 


The supply of foreign exchange from non-trade 
sources would also appear likely to be somewhat great- 
er than in 1961. Undisbursed balances on the books 
of the major lending institutions were all higher at 
the beginning of 1962 than a year earlier, and some 
of the more recently established of them—notably the 
IDA and the IDB—are likely to pay out substantially 
larger sums in 1962. Moreover, national foreign aid 
commitments—bilateral and under consortium ar- 
rangements—were also generally greater. In the ag- 
gregate, moreover, the international liquidity of the 
primary exporting countries—as measured by the sum 
of their foreign exchange holdings and eross IMF posi- 
tion—was also greater at the beginning of 1962. 


CHAPTER 5. 
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Import capacity of the primary exporting countries 
as a group should therefore be appreciably greater than 
in 1961 and given the persistent pressure of demand 
for imports in most of these countries the prospects are 
for an increase in the over-all rate of growth of import 


expenditure that was slowed down by payments diff- 
culties in 1961. 


Estimates of 1961/62 crops and forecasts of the out- 
put of other sectors in 1962 point to the conclusion 
that total production in the primary exporting coun- 
tries will probably expand by a proportion of the same 
order as that indicated earlier in this chapter as the 
growth between 1960 and 1961. The increase in agri- 
culture will probably be somewhat smaller, the increase 
in the other sectors—influenced by the maturation of 
recent investment in industry, by an expansion in the 
demand for minerals and by a greater increase in trade 
—probably somewhat larger. 


It seems likely, therefore, that the increment in avail- 
able supplies will be somewhat larger than it was in 
1961. And the indications are that relatively more of 
it will go into capital formation. The opportunity for 
this will arise from the expected increase in imports, 
the occasion for it rests in the proliferation of develop- 
ment plans, several of which will get under way in 
1962. Though taxes are being raised in a number of 
countries, it is probable that the bulk of the increase 
in incomes generated in the process of investment will 
augment the claims on the supply of consumer goods. 
The expansion in local food crops and in the output of 
local industry will probably accommodate most of this 
increase, but competition not only for domestic supply 
but also for foreign exchange is more likely to intensify 
than to abate. 


Equilibrium was under considerable strain in a 
number of primary exporting countries in 1961; con- 
tainment of inflationary pressures will depend in part 
on the extent to which production can be increased (or 
supplemented from abroad) and in part on the extent 
to which money incomes can be diverted into savings. 
Prospects for the former seem reasonably bright; pros- 
pects for the latter are less so, as many governments 
find it difficult to follow fiscal and credit policies which 
would restrain disequilibrating expansion of monetary 
demand without adversely affecting production. 


While the over-all outlook for the primary exporting 
countries indicates a situation rather more expansion- 
ary than that which prevailed in 1961, prospects in- 
evitably differ widely from country to country and 
even from sector to sector within individual countries. 
While agricultural production is expected to be gen- 
erally higher, for example, a number of the declines 
that are predicted in 1961/62 crops will hold down the 
increase in gross domestic product—in China (Tai- 
wan) and Cuba (sugar), Ghana (cocoa), Kenya 
(many arable crops), Pakistan, India and the United 
Arab Republic (cotton), Uganda (coffee and cotton). 


In Cambodia and Thailand, the flooding of the Mekong 
has had an adverse effect on the rice crop and ex- 
portable supplies may be lower. In Guatemala and 
Nigeria the gross domestic product is expected to in- 
crease no faster than the population. 


Most countries expect to increase their export earn- 
ings in 1961 but a number foresee special difficulties, 
general or in respect of particular commodities. Colom- 
bia, for example, is among the countries that expect 
no expansion in coffee sales: its hopes are pinned on 
subsidiary items of trade. New Zealand expects the 
high level of butter stocks to militate against its exports 
of this product; Venezuela sees little prospect of rais- 
ing its iron ore earnings. Nigeria, which experienced 
a sharp deterioration in the terms of trade in 1961, 
expects that this factor will hold down export earnings 
in 1961. The expected reduction in crops mentioned in 
the previous paragraph will also tend to depress the 
earnings of the countries concerned. 


Exceptions to the general expectation of an increase 
in the availability of foreign currency from sources 
other than trade are fewer. Even countries with rela- 
tively large loan maturities falling due in 1962— 
Colombia, South Africa and Turkey, for example— 
seem sanguine about refinancing. And the diminution 
of private capital outflows which occurred in 1961 is 
expected to continue, exchange controls remaining in 
force in such countries as Ghana, Rhodesia, South 
Africa and Venezuela. Stricter controls over non-trade 
payments have been instituted in the Philippines and 
over the repatriation of foreign-owned capital in Cey- 
lon. Apart from the widespread assumption that public 
capital will be available on at least the scale of 1961, 
many countries have taken additional steps to increase 
the inflow of private capital—Burma, Singapore, Spain 
and Thailand, for example. 


Though the over-all capacity to import will probably 
be appreciably higher in 1962 than in 1961, not all 
primary exporting countries will be in a position to 
increase imports. Strains on the external balance re- 
main severe in a number of cases, and measures adopt- 
ed late in 1961 or early in 1962 are likely to result 
in a reduction in import expenditure, or at least in its 
rate of increase. Modifications of effective exchange 
rates should restrain imports into such countries as 
Argentina, Israel and the Republic of Viet-Nam. Quan- 
titative controls are likely to reduce total imports into 
Cambodia, Ceylon, Ghana and New Zealand, and also 
into Chile where a system of prior deposits instituted 
early in the year should exert a similar effect. Restric- 
tive credit or fiscal policies are designed to curb the 
demand for imports in Colombia and the Philippines. 
In India a number of import quotas have been cut in 
order to give higher priority to materials and com- 
ponents required to keep local industries running at 
near capacity rates. Licensing or duties are expected 
to reduce the importation of consumer goods in a num- 
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ber of countries—including Ghana, Nigeria and Vene- 
zuela—in order to release more exchange for capital 
goods. In many cases the intensity and duration of the 
restraints on imports will depend in part on the success 
of complementary measures to stimulate exports. 


The pressure to increase imports will almost cer- 
tainly rise—even in many of the countries where the 
policy is one of restraint—as the rate of investment is 
stepped up. And this is an almost universal intention. 
Development plans of varying degrees of complexity 
are now in operation in most of the primary exporting 
countries, at least in the public sector. Capital expendi- 
ture by government—not only in housing, transport, 
power and other elements of infrastructure but also in 
many cases in agriculture and industry—is budgeted 
to expand by proportions ranging from 4 per cent in 
the Philippines to 35 per cent in Spain. And even 
where private investment has not been integrated into 
the development plan, measures have been adopted in 
a number of countries to promote parallel expansion: 
relaxation of credit in the Federation of Malaya, South 
Africa and Turkey, for example, “pioneer status” tax 
incentives in several countries in the West Indies, Af- 
rica and southern and south-eastern Asia, accelerated 
depreciation allowances in Australia as part of a wider 
reflationary policy involving a reduction in income and 
excise taxes and an increase in social insurance pay- 
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ments as well as an expansion in public capital forma- 
tion. 

The rise in public investment foreshadowed by these 
plans is to be financed in part by the expected increase 
in receipts of capital from abroad and in part by an 
increase in taxes—as in the Ivory Coast, the Republic 
of Korea, South Africa and the United Arab Republic, 
for example. In some cases, however, a larger fiscal 
deficit is contemplated, as in India. It is probable that 
the shortfall in domestic savings—a perennial problem 
which was tending to become more serious in a num- 
ber of countries in the course of 1961—will be accen- 
tuated in 1962. The extent to which this gap disturbs 
the internal economic equilibrium of the primary ex- 
porting countries depends in large measure on the 
external situation. If export earnings rise sufficiently, 
an appropriate expansion of imports will be possible. 
If not, the provision of an adequate supply of imported 
goods will depend chiefly on the willingness of the in- 
dustrial countries to finance a larger trade deficit. 


If equilibrium in the primary exporting countries is 
to rest on trade rather than aid, the initial responsi- 
bility for performance in 1962 depends on productivity 
and output in their export industries. The course of 
export prices and earnings, however, then depends 
largely on demand in the industrial countries: if this 
were to expand vigorously, growth in the less devel- 
oped countries would be that much more certain. 


Chapter 6 


RECENT TRENDS IN THE CENTRALLY PLANNED ECONOMIES 


Industrial production as well as national income 
continued to rise at high, albeit somewhat decelerating, 
rates in all European centrally planned economies in 
1961. Agricultural production, however, slowed down 
considerably and in some cases declined. In contrast 
to the high rates of growth in income in the European 
centrally planned economies, the expansion in main- 
land China came to a virtual standstill. 

Investment activity slowed down in all centrally 
planned economies and in most countries the rate of 
increase in retail sales and personal consumption also 
declined. 

The balance between supply and demand improved 
in Poland, Bulgaria and Romania, but seems to have 
deteriorated in other countries as a result of greater 
increases in money payments to the population than in 


the supply of consumer goods. In several countries 
specific shortages, especially of meat, were apparent 
throughout the year. None the less, real wages in in- 
dustry have increased in most countries. While the 
pressures of demand upon supply which developed in 
some of the European centrally planned economies 
were relatively limited, in mainland China the situation 
deteriorated considerably, largely under the impact of 
the bad harvest, which affected supplies of consumer 
goods for the second consecutive year. Foreign trade 
of the European centrally planned economies con- 
tinued to expand rapidly although its rate of growth 
slackened in 1961 for the second year in succession; 
the trade of mainland China, however, seems to have 
declined, mainly as a result of a considerable fall in 
exports. 


Agricultural production 


Unfavourable weather conditions adversely affected 
agricultural production in most of the centrally 
planned economies in 1961. This was reflected either 
in absolute declines in output, as in Bulgaria, Hungary 
and apparently mainland China, or in insignificant in- 
creases, as in the case of Czechoslovakia and the Soviet 
Union! (see table 6-1). In consequence agricultural 
production fell considerably short of the relatively high 
rates of expansion envisaged in the plans for 1961. 
Poland was the only country to record a substantial 
gain in output in 1961, which amounted to 10 per cent 
as compared to a 5.5 per cent increase in 1960 and a 4 
per cent target provided for in the 1961 plan. 


In most countries unfavourable harvests were chiefly 
responsible for reducing the growth of total agricul- 
tural production. Among crops, output and yields of 
bread grains were generally more satisfactory than 
those of feed crops, sugar-beets and potatoes. Output 
of animal husbandry products increased in most coun- 
tries more than crops although in this sector also pro- 
duction fell short of the levels planned for 1961. 


1 No data on changes in total agricultural output were pub- 
lished for 1961 by Eastern Germany, Romania and the Soviet 
Union. A rough estimate based on statistics of production of 
specific items seems to indicate that total agricultural output 
rose by about 2 per cent in the Soviet Union. 


~l 


w 


While the non-fulfilment of the plans for agricultural 
production gave rise to some difficulties in most of the 
centrally planned economies, in mainland China the 
poor harvest of 1961 had far-reaching repercussions 
on all sectors of the economy and resulted in a sharp 
deterioration of the economic situation. While no data 
on agricultural production in mainland China have 
been published, indirect evidence seems to indicate 
that output of grains has probably remained at ap- 
proximately the same level as in 1960. In recent years 
grain production seems to have fallen by about 30 per 
cent from the peak attained in 1959, and in 1961 it was 
only slightly above the 1954-1957 average. 


The disastrous situation created by the two con- 
secutive bad harvests becomes particularly evident if 
one bears in mind that from 1957 to 1961 the popula- 
tion of mainland China increased by at least 60 million 
people; in consequence, the per capita grain produe- 
tion in 1961 seems to have been about 10 per cent 
lower than in 1957. 


In most of the European centrally planned economies 
the 1961 grain output was substantially higher than 
the 1954-1958 average. From 1960 to 1961 it declined 
slightly in Bulgaria, Czechoslovakia and Romania and 
possibly also in Hungary and Eastern Germany, but 
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Table 6-1. Indices of Agricultural Production, 1956 to 1961 


(Preceding year=100) 


1961 
Be AE Ae 1956 1957 1958 1959 1960 Planned Actual 
Bulgaria aw 103.3 13.5 97.6 
“ross agric +: 3.6 116.5 99.4, 118.1 Be 113: 
aah pea Os O14 122.5 93.7 125.8 101.8 oe i. 
CI RE UG an ne on me OTT 105.3 111.4 104.5 106.4 
zechoslovakia ; en 101.0 
orl 02.: 99.4, 102.6 98.9 106.0 107.1 : 
ae eae Oe ae "90.2 96.1 104.6 95.2 110.0 ie 100.0 
nen PGES ee eng. OE 103.5 100.3 103.4 101.0 th 102.0 
Eastern Germany = : oe 
Gross agricultural output.......... 96.6 Waa 109.2 103.7 
oC. cues cain 87.5 113.4 105.5 105.5 95.1 107.9 99.0 
ee ee ree : 98.2 107.9 93.9 110.6 94.0 
Mee icin) ate wo 116.9 100.3 04.9 104.5 106.0 
Poland on toad ; 
Ss agri fall OUMGOUH§ 2 vc ee cues 107.4 104.1 103.0 99.0 105.9 104.3 110.2 
a ia oe, ers Rey ee ek 108.1 101.9 102.0 98.6 108.8 102.7 111.2 
Avimal prodtcterccwuewede asses LOOM 107.6 104.3 OO 100.7 106.7 108.5 
Romania - %: aa 
Gross agricultural output.......... 80.3 124.4 85.2 121.1 100.7 119.0 100.0 
CROMS RR Sart So et ccniaatueser Git s0s 74.7 134.8 78.5 129.0 97.4 
/Nraunaatall FOROONONS op ooo 6 60 oa pe aoe 93.9 104.9 101.7 107.0 109.4 
USSR a : p 
Gross agricultural output.......... 135 102.1 110.7 100.0 102.3 102.08 
CROPS penta terete orn sacle haus ee onetsln te 114.8 98.5 114.6 95.6 103.0 
Aarieneall [HSNO so ucurcceseaesaas ITOG 110.7 104.6 106.7 99.0 


Source: Reports on fulfilment of plans; national statistical year- 
books and statistical bulletins, and replies of Governments to the 
United Nations questionnaire of November 1961 on economic 


it rose by about 2 per cent in the Soviet Union and by 
9 per cent in Poland (see table 6-2). In most countries 
increased yields raised the output of bread grains, but 
the effect of such gains on total production was partly 
or wholly offset by reductions or much smaller in- 
creases in coarse grains output. Among other crops, 
output of sugar-beets and potatoes fell substantially in 
all countries except Poland and, in the case of pota- 
toes, Czechoslovakia, where production rose. In most 
cases these changes were determined by variations in 
yields. While no data on changes in output of sugar- 
beets or potatoes are available for the Soviet Union, it 
seems that sunflower seeds were the only industrial 
crop to increase substantially, rising by 17 per cent in 
1961. 

In all countries for which data are available, pro- 
curement of grains by the state purchasing agencies in- 
creased considerably faster than output, thereby rais- 


trends, problems and policies. 


® Estimated. 


ing the share of total grain production at the disposal 
of the government (see table 6-3). In contrast, state 
procurement of meat either declined in absolute terms, 
as in the Soviet Union and Hungary, or increased only 
slightly. The major exception was Poland where pro- 
curement rose by 16 per cent. Sales to the government 
of milk and especially of eggs increased in all countries. 


The increased emphasis in recent years on the de- 
velopment of agriculture was reflected in larger invest- 
ments in that sector, and in a rise in the supply of 
fertilizer. In the Soviet Union, for example, state in- 
vestment, mainly allocated to state farms, increased by 
22 per cent; total investment in agriculture increased 
less, however, since investment in collective farms does 
not appear to have risen in 1961. In Poland total agri- 
cultural investment advanced by 8 per cent. A rise in 
the supply of tractors resulted in substantial increases 
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in tractor stocks, the rate of increase amounting to 29 
per cent in Romania, 13 per cent in Hungary and 10 
per cent in Bulgaria. In Poland nearly 13,000 tractors 
were delivered to agriculture during 1961, almost one- 
third more than in 1960. In the Soviet Union, however, 
the stock of tractors increased by only 4 per cent, that 
of trucks by 2 per cent and of grain combines by about 
one per cent, while the stock of tractor-drawn sowing 
machines fell by 10 per cent. 


In several countries a substantial part of investment 
outlays was devoted to irrigation and the improvement 
of the soil. The most significant results were achieved 
in Hungary and Bulgaria, where the share of irrigated 
land in the total rose considerably in 1961. 


In most of the European centrally planned economies 
institutional changes consisted chiefly in a further 
expansion of the state and collective farm sectors. 
However, in view of the high proportion of arable land 
which had already been absorbed by these sectors in 
most countries, their growth in 1961 was relatively 
limited.? In Poland, there was no increase in the state 
and collective farm sectors in 1961 although they ac- 
counted for only 13 per cent of arable land. 


In the Soviet Union the practice of converting less 
efficient collective farms into state farms, which had 
been widespread in recent years, appears to have been 
discontinued in 1961.° 


2 With the exception of Hungary where the proportion of 
arable land in the state and collective sectors rose from 77 per 
cent in 1960 to 96 per cent in 1961. 

° Between 1958 and 1960 the number of collective farms fell 
by about 35 per cent while that of state farms rose by about 


Relatively important changes occurred in the distri- 
bution of livestock as between state and collective farms 
on the one hand, and private owners‘ on the other. The 
shift in 1961 was especially significant in Hungary, 
where the share of cattle owned by the collective and 
state farm sectors rose from 34 per cent in 1960 to 44 
per cent in 1961, while that of pigs increased from 25 
per cent to 36 per cent. 


Cattle numbers increased by 8 per cent in the Soviet 
Union and at a similar rate in Bulgaria (see table 6-4). 
In other countries the increases were smaller and in 
Eastern Germany the number of cattle declined. In most 
countries pig numbers increased more substantially: 
by over 15 per cent in Hungary; 13 per cent in the 
Soviet Union; about 12 per cent in Eastern Germany, 
and by more than 6 per cent in Poland. In Bulgaria, 
Czechoslovakia and Romania they either fell slightly 
or remained unchanged. Output of meat increased in 
Bulgaria and Poland by about 13 and 11 per cent, 
respectively; in other countries increases were relative- 
ly small. In the Soviet Union meat as well as milk 
production increased by no more than about one per 
cent. Among the remaining countries, milk production 
rose substantially only in Bulgaria where the increase 
was over 7 per cent; in Czechoslovakia and Poland 
the rise in 1961 did not exceed 3 and 4 per cent, 
respectively. 


23 per cent. In 1961 about 60 per cent of the sown area, and 
about 48 per cent of cattle and pigs belonged to collective 
farms. State farms owned 21 per cent of cattle and 25 per 
cent of pigs, while the stocks owned privately amounted to 
31 and 28 per cent of total, respectively. 

4 Stock privately owned by members of state and collective 
farms and other persons. 


Table 6-4. Indices of Livestock Numbers and Production of Animal Husbandry, 1961 


(Preceding year—100) 
ee eee 


Production of 


Country Cattle Cows Pigs Sheep — ————————— ———— 
Meat Milk Egg s 
Bulgaria... . Pe eee 107.5 106.0 99.9 102.9 TIA 107.5 110.0 
Czechoslovakia............. 103.0 100.7 98.9 re 103.5 103.0 103.7 
Eastern Germany........... 97.6 100.2 PLLG ee Ba ad 
|siiiar-th cae a ied nee 102.6 99.7 Gees PEG 102.4. 100.0 ae 
Poland. Rats oe ee Salen? oem LOS 100.5 106.5 95.4 irae a) 104.0 108.7 
INOVAMENN 101.8  - 100.4 100.0 102.7 ae m4 A 
ISIS vccpann@cnwtoecheacs, 108.0 104.3 Isak 102.7 LOA 101.3 105.0 


neers ee ran NE Se RNP nee, Rune 


Source: See table 6-1. 


Industrial production 


Unlike agricultural output, industrial production 
continued to expand rapidly in all European centrally 
planned economies. As indicated in table 6-5, the 
average rate of increase for this group of countries 


amounted to about 9 per cent in 1961, as compared to 
the 10 per cent increase achieved in 1960. While in 
most countries the decline in the rate of expansion 
was relatively small, or as in the case of Poland 
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Table 6-5. Indices of Industrial Production,* 1958 to 1961 


(Preceding year—100) 
ea 


Country 1958 


1959 1960 1961 1961 

(planned) 
Bulgaria. 115 90.4 oye 

Poa rea 3 5.0 120.4 ies 109.7» 107.8 
et ptlaag Op ED 2 er re Wes 110.9 eee 108.9 109.3 
eet Germany WN tamale es an Sl bb.2 112.0 108.3 105.9 107.2 
2 er “URES EDO ENS ERC ee a Wales 110.8 113.4 112.0 107.8 
i ES SOG Oe hee OP ee 109.9 109.2 WAAL TOS 107.7 
eta Sh ck Se eee 109.5 TOE 116.9 115.6 ya) 
SS hes nts. Renae fe. es 3 ,. A8 110.0 111.4 109.9 109.2 108.8 
; Tora, above countries 110.3 1GS1al lea 110.0 109.2 108.7 

China (maimland)./................. 166.2 139.3 119.0 ; sss 


A 


Source: See table 6-1. 

* For Bulgaria, Czechoslovakia, Eastern Ger- 

« , a] : . : | : 
many, Poland, the Soviet Union and China (main- 


land), total industry; for Hungary and Romania, 
state and co-operative industry. Group indices are 
weighted averages of country indices. The weights 


negligible, a significant deceleration occurred in Bul- 
garia, Czechoslovakia and Eastern Germany. Most 
plans for 1961 had provided for some slowing down 
of industrial expansion, and, in fact, the growth of 
output in 1961 exceeded the planned targets by a con- 
siderable margin in Romania, Hungary, Poland and 
Bulgaria. ; 


In Eastern Germany and to a less extent in Czecho- 
slovakia, however, the fulfilment of the plans fell 
short of targets. In Eastern Germany industrial produc- 
tion was adversely affected not only by a persistent 
labour shortage,° but also by the effects of a reorgani- 
zation of industry which had been undertaken in order 
to reduce the country’s dependence on supplies of 
machinery and spare parts from the Federal Republic 
of Germany. According to official statements, the con- 
sequent shifts to equipment manufactured in other 
centrally planned economies involved readjustments 
and retooling which were bound to slow down the 
growth of output during the transitional period. In 
Czechoslovakia, as in Eastern Germany, scarcity of 
labour in specific sectors such as mining and metal- 
lurgy contributed to the non-fulfilment of production 
targets. 


The developments in mainland China were of an 
entirely different nature and magnitude from those re- 
viewed above. While the lack of official statistics 
renders any definite appraisal of the situation difficult, 
indirect evidence seems to indicate that after several 
years of rapid growth, industrial expansion has come 
to a virtual standstill. In 1961 industrial production 
seems to have remained close to or even below the 
previous year’s level. The difficulties encountered in 
the industrial sector were largely influenced by the set- 
back of agriculture. The shortfall of agricultural 
output had resulted in a decline in the supply of agri- 

5 The labour shortage was largely due to a continuous out- 


flow of population to the Federal Republic of Germany which 
seems to have been arrested since August 1961. 


used were the averages of the ratios of output of 
electric energy and industrial employment in each 
country in 1956 to the totals of the group. These 
indices should be considered only as broad approxi- 
mations of the changes in aggregate output. 

State and co-operative industry. 


cultural raw materials to industry, as well as in severe 
food shortages, which had an adverse effect on labour 
productivity. An important consequence of the short- 
age of agricultural supplies was a reduction of exports 
and an increase in imports of food, which reduced the 
country’s ability to finance imports of raw materials 
and equipment for the industrial sector. But even apart 
from the effects of the agricultural crisis, the further 
expansion of industry was hampered by imbalances 
and bottlenecks which had developed during the pre- 
ceding period of rapid growth. It appears from official 
statements that defective planning and lack of co- 
ordination between complementary enterprises or in- 
dustrial branches had resulted in shortages of machin- 
ery, equipment, spare parts and materials in some cases 
and involuntary stock accumulation in others. In conse- 
quence, the degree of utilization or plant capacity was 
considerably reduced, quality standards deteriorated, 
and over-all efficiency declined. 

In these circumstances, the main emphasis shifted in 
1961 from further expansion to the elimination of 
bottlenecks and the improvement of quality standards, 
especially in heavy industry. Although some increases 
in output of specific products of light industry were 
reported, it seems that their effect on total production 
was offset by declines in branches depending on agri- 
cultural raw materials. 

Tn order to alleviate the difficulties arising from the 
low supply of agricultural goods, efforts were made to 
raise the output of fertilizers and of agricultural 
machinery and equipment, and to increase the output 
of substitutes for agricultural raw materials, notably 
of chemical and synthetic materials. 

In the four countries for which data are available, 
the output of producer goods expanded more rapidly 
than that of consumer goods. The 1961 plans provided 
in both sectors for lower rates of growth than were 
achieved in 1960, except for production of consumer 
goods in the Soviet Union. In Hungary, Poland and 
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m= ces O Pp dustries 


(Preceding year=100) 


OT 


Engineering* Chemicals Construction materials 

ae 1960 1961 1960 1961 1960 1961 
Buleaiam son yyanesies: 121.1 115.5 121.6 111.9 125.8 113.0 
eee ihe ee Ae 111.9 124.8 12.9 13.4 107.3 

: Sl 106.8 im : 19.7 5. 
ee meee 119.5 115.0 115.4 120.0 110.6 104.0 
i see ee wer aia 118.5 117.8 121.4 119.1 109.9 110.5 
Rosita ee aes 120.7 120.0 118.8 127.0 103.2 i 
WISSR Sk te eee ne 116.0 116.0 112.0 114.0 118.0 112.0 

pene an! OS 


Source: See table 6-1. 


@ For Bulgaria, Eastern Germany, Romania and the Soviet Union, engineering and metal working industry. 
f -: “ ; ° 5 . ete . ° = : 
> For Bulgaria, Romania and the Soviet Union, including the rubber industry. 


Indices of output of producer and consumer goods 
(Preceding year = 100) 


1959 1960 1961 1961 
(planned ) 


Hungary* 
Producer goods.. 112.7 114.3 112.0 109.1 
Consumer goods. 107.8 109.5 110.0 105.7 


Poland : 
Producer goods.. 113.2 113.5 A: 108.9 
Consumer goods. 104.9 108.3 108.1 106.1 


Romania a . 
Producer goods.. 114.4 116.1 elie 113.8 
Consumer goods. 104.4 115.9 113.4 113.0 


USSR ; : 
Producer goods.. 112.2 110.9 110.0 109.5 
Consumer goods. 110.3 107.1 106.6 106.9 


Source: See table 6-1. 
4 Producer goods refer to heavy industry, consumer goods to 
light industry and food industries. 


Romania plans for both sectors were over-fulfilled and 
in the Soviet Union the planned output of producer 
goods was surpassed. Owing to the substantial over- 
fulfilment of plans, the production of consumer goods 
in Hungary and of producer goods in Romania ex- 
panded somewhat more in 1961 than in 1960, as the 
following indices of output of producer and consumer 
goods show. 


Within the producer goods sector, the best results 
were attained in the chemical industry. While in most 
cases the output of the engineering industry rose some- 
what less rapidly in 1961 than in 1960, and the output 
of construction materials rose much more slowly, the 
expansion in chemical production exceeded or closely 
approached that of the preceding year in four of the 
seven countries for which data are available (see table 


0-0). 


The slowing down of the expansion in the engineer- 


ing industries was most marked in Czechoslovakia and 
Eastern Germany. In Czechoslovakia shortages of 
materials are reported to have hampered production; 
export plans as well as domestic deliveries of equip- 
ment to priority projects were adversely affected. A 
similar but more critical situation developed in Eastern 
Germany, where engineering output rose less than half 
as fast as in the other countries shown in table 6-6. In 
the Soviet Union, however, engineering output ex- 
panded at the same rate as in 1960, despite a serious 
lag in the vital branch of chemical engineering equip- 
ment where output rose by only 7 per cent as compared 
with the planned increase of 27 per cent and the 29 
per cent increase achieved in 1960. 

The decline in the expansion of output of construc- 
tion materials in Czechoslovakia and Hungary was 
greater than planned, and in Eastern Germany the 
slowing down occurred in spite of a planned accelera- 
tion. 

While no plan data for the Soviet Union are avail- 
able, the decline from 18 to 12 per cent in the rate of 
expansion of construction materials output has appar- 
ently contributed to the non-fulfilment of construction 
plans discussed below. Poland and most probably 


Table 6-7. Indices of Output of Fuel, Power and 
Selected Basic Materials, 1960 and 1961 
(Preceding year=100) 
penance re ge ee 


Other eastern European 


USSR countries 
Item — —— — — — 
1960 1961 1960 1961 

Callas pramets een *, JOS LOO 105.5 105.1 
Crude oil... . a« LA ili te? 102.3 103.7 
Natural gas 126.5 129 114.2 i 
Electric power ...... 110.3 112 113.0 106.4 
Piprone.s ae 108.8 109 108.3 104.8 
Rolled steel. ....... 108.5 108 leg 108.7 
Cemienitivan «oe eseeen el tes 2 114.5 107.6 


SS 
Source: See table 6-1. 
® Hard coal, brown coal and lignite on a ton-to-ton basis. 
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Romania were the only countries to achieve greater 
increases in output of building materials in 1961 than 


in 1960. 


The sharp increase in chemical production in Ro- 
mania was principally due to an accelerated expansion 
of production of synthetic fibres and rayons. In East- 
ern Germany, where chemicals account for a relatively 
large proportion of total industrial output, the industry 
was among the few in which production plans were 
fulfilled and output rose more than in 1960. In the 
Soviet Union. where the chemical industries also ex- 
panded somewhat more than in 1960, there were sub- 
stantial increases in the output of new products and a 
further acceleration of fertilizer production, which 
increased by 10 per cent following increases of 4 and 8 
per cent in 1959 and 1960. 


Changes in output of pig-iron and steel in the Soviet 
Union were similar to those recorded in 1960; output 
of electricity increased at a slightly higher rate than in 
1960 and that of cement at a considerably reduced 
rate (see table 6-7). 


In the other eastern European countries as a group, 
the expansion of iron and steel, cement and electricity 
production slackened significantly. Smaller increases 
in the output of pig-iron and cement were common to 
most countries of the group. In the case of steel output 


Table 6-9. 


Table 6-8. Indices of Output of Selected Consumer 
Goods, 1960 and 1961 


(Preceding year=100) 


Other eastern 


; USSR European countries 

pe 1960 1961 1960 1961 
Passenger cars......... tl 107 123 
Motor cycles 

ancdlscootens weneee ell 106 Ws} 100 

Bicvcleswence tier seer: 85 1038 89 106 
Washing machines... .. 132 144 124, 1162 
Radtos: Gar cates. 103 102 89 111» 
Television sets........ 135 113 143 JU 
Refrigerators... 0... .44. 124 130 141 12% 
ROWUE-EWir ols Salon Oe ae 106 132 105» a 
Meili pata fe hea ie 104, 96 105 108 
Butiereee anes ae 102 105 107 103 
Vegetable oils......... 84, 114, Avett 106 
STO GS Saree nee meres vr ven 108 106 109 104 
Cotton tabricse eee 105 101 105 105 
Woollen fabrics....... 106 104, 103 103 
Silletabnics eines IOP 101 106 = =105> 


Source: See table 6-1. 
® Excluding Czechoslovakia for which data are not available. 
> Excluding Eastern Germany for which data are not available. 


the lower average growth rate for the group reflected 
primarily developments in Czechoslovakia, and in that 
of electricity the change was principally due to a 


Indices of Industrial Employment and Output per Man,* 1957 to 1961 


(Preceding year=100) 


Country and item 1957 


1958 1959 1960 1961 1961 


plan 
Bulgaria 
Industrial employment............. Sel 107.0 116.9 110.4 ONL 10355 
Ontgat mer ma... ne S52: 99.3 107.4 103.0 OP 107.8 104.1 
Czechoslovakia 
Industrial employment............. 103.7 103.6 103.5 104.5 103.6 102.6 
Output per ete ee ee 106.3 107.4 107.1 106.9 105.1 106.5 
Eastern Germany 
Industrial employment...........-- 103.6 102.6 102.1 100.1 05.7) 5 100.6 
Output per oie ©, See See 103.9 108.7 110.0 108.2 107.55 106.6 
Hungary° x ‘ 
Industrial employment...........-- 100.9 104.3 106.1 106.7 103.7 102.6 
Output per man. ..205-0..92-05.-: 1113 107.8 104.7 105.1 1080 105.3 
Poland 
strial empleo Sra oe Op ree Os ey LOWS 101.4 100.4. 102.9 101.1 
ney ea a eee 105.9 108.4 107.6 IO 107.4 106.4 
Romania 
strial employ Ree Ayia 100.2 103.6 103.2 105.0 106 » 104.1 
aE coat a baal Ge A ee 108.2 105.8 106.7 tale? 109 » 109.0 
USSR : 
stri LIers re te 7 hn cee 103.0 103.6 103.4 104.8 105.0 102.6 
ee 1065 106.0 1074 105.0 1040 106.0 


Output per man.........----.--++- 


oe ome 


Source: See table 6-1. 
a Unless otherwise indicated, coverage is the 
same as that of table 6-5. 


> Estimated. 
© State industry, except for data for 1961 which 
are for socialist industry. 
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decline in power production in Eastern Germany, 
following a 15 per cent increase in 1960. 


Coal production remained practically unchanged in 
the Soviet Union and increased moderately in other 
eastern European countries owing to the slight but 
sustained expansion of hard coal production in Poland 
and more rapid increases in lignite and brown coal 
output in most other countries. Crude oil production 
increased substantially in the Soviet Union, but re- 
mained unchanged in Romania, the other major pro- 
ducer in the area. Output in Hungary rose by one-fifth, 
however, reflecting a further recovery from the steep 
declines which had occurred between 1955 and 1957.° 


An important development in the supply of fuel was 
the completion, in October, of the Czechoslovak section 
of the oil pipeline system supplying Soviet oil to eastern 
Europe. 

Within the consumer goods sector, the expansion of 
output of durable goods tended to slacken, although, as 
shown in table 6-8, rates of increase continued to be 
higher than those of food and clothing. While the 
deceleration in consumer durables was in some cases 
the effect of relatively high levels of output attained 
previously, in other cases it was the result of govern- 
ment decisions aimed at shifting resources to other 
uses; this factor affected especially the production of 
passenger cars and motor cycles. 


In the food sector a notable change was the 4 per 
cent decline in industrial output of meat and the 32 
per cent increase in output of sugar in the Soviet 
Union. The latter was made possible in part by imports 
of raw sugar from Cuba. The increase in the sugar 


6 The fall resulted in part from flooding of oilfields. The 1961 
production was approaching the level of output of 1955. 

“Output of sugar produced from domestically-grown sugar- 
beets rose by 16 per cent. 


Allocation of national product and 


In the majority of the centrally planned economies 
national income in 1961 increased at lower rates than 
in 1960 (see table 6-10) and in mainland China 
national income appears to have declined. These 
changes reflected the slowing down of industrial pro- 
duction and also the lower rate of growth or. in some 
cases, the decline of agricultural output. The increases 
in national income were also generally lower than those 
provided for in the plans for 1961. In Poland, however, 
largely as a result of a considerable improvement in 
agricultural production, the growth of national income 
exceeded both the expansion achieved in 1960 and the 
planned increase for 1961. 


Gross fixed investment generally increased at a low- 
er rate than in 1960. In Hungary, however, fixed in- 
vestment declined by 18 per cent in 1961, following a 
17 per cent increase in 1960. Among other countries 
for which data are available the greatest slowing down 


supply seems to have exceeded domestic requirements, 
as retail sales rose only by 10 per cent. 


Industrial employment continued to increase in 1961 
in all eastern European countries except Eastern Ger- 
many where it seems to have declined slightly after 
showing virtually no change in 1960 (see table 6-9). In 
Bulgaria and Hungary greater stress on efficiency and 
cost reduction resulted in considerably smaller in- 
creases of industrial employment than those of recent 
years, and in both countries output per man rose sub- 
stantially more than in 1959 or in 1960. On the other 
hand, in Poland the increase in industrial employment 
the increase in industrial employment in 1961 was 
significantly higher than in 1960. This acceleration 
reflected the relaxation of measures to restrict 
labour recruitment which had previously been applied 
for the purpose of restoring the balance between money 
income and supplies after its sharp deterioration in 
1959.8 In Czechoslovakia, Romania and the Soviet 
Union the increase in industrial employment continued 
at about the same rate as in recent years. 


Except in Bulgaria and Hungary, labour produc- 
tivity rose somewhat less in 1961 than in 1960. In the 
Soviet Union, in contrast to most post-war years, the 
increase in employment in 1961 contributed more sig- 
nificantly to the expansion of industrial production 
than did the rise in output per man. The slowing down, 
for the second year in succession, of the growth of 
output per man was the effect of the reduction in work- 
ing hours. In fact, output per man-hour increased in 
1961 by 11 per cent as compared to a 4 per cent in- 
crease in output per man. In Czechoslovakia, the 
growth of output per man was likewise reduced by a 
shortening of working hours. 


8 See World Economic Survey, 1959. 


changes in supply and demand 


took place in Bulgaria: the increase of investment in 
1961 was only 3 per cent, as compared with an in- 
crease of 22 per cent in 1960. In both Hungary and 
Bulgaria, the growth of investment had previously 
slackened in 1960 following an unusually high rate of 
expansion in 1959, 


Whereas in Bulgaria and Hungary the changes in 
investment followed in accordance with plans, in East- 
ern Germany and the Soviet Union the reduction in 
growth of investment was not anticipated. In Eastern 
Germany, the plan for 1961 called for a 9 per cent 
increase in investment or about the same rate of 
expansion as attained in 1960; the actual increase was 
around 2 per cent. This shortfall was attributed to the 
lagging output of construction materials, to labour 
shortages and to the non-fulfilment of targets by the 
machinery industry. In the Soviet Union centrally 
planned investment increased in 1961 by 9 per cent as 
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Table 6-10. 


Indices of National Income, Retail Sales and Investment,* 1959 to 1961 


(Preceding year—100) 


Se 


National income 


Retail sales» Investment’ 
Coun ry 5 ; 7 95 a Ee Gon aay ; a 
try 1959 1960 1961 Gia 1959 1960 1961 Gah 1959 1960 1961 

Bulgaria, 26-2... 121.6 106.8 103 132 118.9 107 

e ake 5 2 18. ie 109 107 148.0 122.4 
Czechoslovakia. ... 106.0 108.3 107 108 107.6 109.3 104¢4¢ 104 119.6 PAG) 107 
Eastern Germany?.. 108.5 1046 103... (Gee we l0G 0 elle 116.7 109.3 1028 
Hungary......... 106.9 110.1 105¢ 107 112.6 1101 102@ 105 139.9 1166 82 
Poland. Sear 104.9 104.8 108 105 110.4 101.7 109 104, WU?! 107.2 110¢ 
Romania. ayes. 1131 110.9 110 115 105.6 Ion 115 ILalis) 117.9 Zul 1215 
WSS Reza ee 108.0 107.8 107 109 108.0 OM 104, 106 Woh) 107.9 104 


eee 


Source: See table 6-1. For Eastern Germany the national in- 
come figure for 1961 was derived on the basis of information that 
the increase in the last three years amounted to 17 per cent (Neues 
Deutschland (Berlin), 29 March 1962). 

* In constant prices, unless otherwise indicated. 

» Data refer to state and co-operative trade in all countries 
except Bulgaria, Czechoslovakia and Eastern Germany, where 
private trade is included. For Hungary the figures include the 
value of centrally distributed commodities sold in private shops. 
Soviet data exclude sales of food products on a commission basis 
by consumer co-operatives. 


compared with a rise of 13 per cent in 1960 and a 
planned increase for 1961 of 14 per cent. Moreover, 
investment financed from funds at the disposal of enter- 
prises declined by some 12 per cent and investments of 
collective farms and investment in private housing con- 
struction increased*only slightly, if at all. As a conse- 
quence, total investment increased in 1961 by an esti- 
mated 4 per cent as compared with a rise of 8 per cent 


in 1960. 


The non-fulfilment of investment plans in the Soviet 
Union was said to be due to an excessive number of 
investment projects, delays in design of plant and 
equipment and an insufficient supply of labour in some 
regions.” In the collective farm sector the lag in invest- 
ment was at least partly due to the slow rise in output 
and in farm income. The degree of fulfilment of state 
investment plans differed considerably in various indus- 
trial branches. There were apparently unusually large 
discrepancies between planned and actual investment 
increases in such industries as metallurgy, machine 
building, chemicals and generation of power, as well as 
in the light industry group.’? On the other hand, state 
investment in agriculture increased at the planned rate 


of 22 per cent. 


A considerable decline in the rate of growth of in- 
vestment also took place in Czechoslovakia and Ro- 


9 Owing to these and other factors, machinery and equipment 
deliveries and construction fell short of their targets by 4 and 
5 per cent, respectively. 

10 The planned and actual rates of increase were as follows: 
machine building, 40 and 14 per cent; chemicals, 42 and 13 
per cent; power plant construction, 25 and 7 per cent; light 
industry, 54 and 18 per cent. The sources of these data are 
Finansy SSSR, No. 1, 1961 (Moscow) and Pravda (Moscow), 


23 January 1962. 


° For Bulgaria, centrally planned investment; for Czechoslo- 
vakia, Poland and the Soviet Union, total investment; for Eastern 
Germany, Hungary and Romania, state and co-operative invest- 
ment. Data for Eastern Germany exclude replacement. 

4 In current prices. : 

* Not strictly comparable to the previous year because of 
change in coverage. 

f Based on data for eleven months. 

® Partly estimated. 

h Excluding investments of collective farms from own re- 
sources. 


mania. In both countries a slackening in the rate of 
growth was provided for in the plans, but the rates 
actually achieved were somewhat lower than planned. 
In Czechoslovakia, centralized investment fell about 
S per cent short of the planned increase while non- 
centralized investment was 6 per cent higher than 
planned. As a result, while total investment was only 
slightly lower than planned, its composition deviated 
from the planned allocation of resources owing to dif- 
ferences in the types of investment financed from cen- 
tralized and non-centralized funds. 


In Poland, the acceleration in the rate of increase of 
investment was somewhat less than called for by the 
plan. Among notable developments were a 14 per cent 
expansion of private investment in agriculture and an 
increase of 20 per cent in private housing completions.1! 
Investment in the state and co-operative sectors rose 
about 8 per cent, the same rate as in the preceding year. 


In the absence of data for most countries, changes in 
personal consumption cannot be ascertained with any 
degree of precision. From data on retail trade, however, 
it appears that with the exception of Poland the in- 
crease in personal consumption in 1961 was everywhere 
lower than in 1960 (see table 6-10). The deceleration 
in growth of personal consumption was particularly 
pronounced in Hungary, the Soviet Union and Czecho- 
slovakia. In Bulgaria, Romania and Eastern Germany 
retail sales and probably personal consumption rose 
only slightly less than in the preceding year; in the first 
two countries the rates of expansion of retail sales were 
in 1961 among the highest in the centrally planned 


11 Jn 1960, private investment in agriculture declined 7 per 
cent, while private investment in housing rose 5 per cent. 
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economies.!2 An important factor limiting the growth 
of consumption in most countries was the lag in agri- 
cultural production. As indicated earlier, agricultural 
output either declined or increased insignificantly in all 
countries except Poland. 


Although the plans for 1961 provided for a reduction 
in the rate of expansion of retail sales and thus also of 
personal consumption, the actual changes were less 
than those planned in Czechoslovakia, Hungary and the 
Soviet Union. In Bulgaria and Poland the volume of 
retail sales was greater than the planned level; in 
Poland, indeed, the rate of expansion of personal 
consumption accelerated sharply in 1961, the increase 
amounting to 6.5 per cent as compared with about one 


per cent in 1960. 


The data on changes in national income, fixed invest- 
ment and retail sales suggest that the share of resources 
allocated to personal consumption declined in 1961 in 
Czechoslovakia, Hungary and the Soviet Union. Retail 
sales in these countries increased at a much slower rate 
than national income. In Czechoslovakia, for which 
data on personal consumption are available, the latter 
increased by 3 per cent in 1961 as compared with a 
7 per cent increase in national income. Since gross fixed 
investment kept pace with the rate of increase of na- 
tional income and net exports fell, it appears that social 


Table 6-11. Poland: Allocation of National 
Income, 1960 and 1961 


Item 1960 1960 1961 
(billions of zlotys)® (indices, 
preceding year = 100) 
Consumption: .).. 1... .3: 275.4 LOWS 107 
Personal eerie 245.9 100.9 106.5 
SO Cia ween ea eee 29.5 OWae ae 
Accumulatione ee eee 90.1 106.6 110 
Net fixed investment.... 65.2 KORG 108 
Increase in stocks..... 24.9 153 US 
Balance of foreigntrade..  —12.5 66.5 108 
National income........ 353.0 104.8 108 


Source: Trybuna Ludu (Warsaw), 6 February 1962; Rocznik 
Statystycny, 1961 (Warsaw). 
® 1958 prices. 


consumption?® and accumulation of stocks increased at 
a higher rate than national income. For Hungary and 


12 [t should be noted, however, that in countries such as Bul- 
garia and Romania, the share of consumer goods passing 
through retail trade channels is probably increasing more rap- 
idly than in most of the other countries. In consequence, the 
rise in retail trade is likely to exceed the growth in consump- 
tion. Thus, in Bulgaria, consumption rose by less than 12 per 
cent in 1959 while retail sales increased by 19 per cent. In 1961 
the corresponding increases were about 5 and 11 per cent. 

13 Social consumption is defined in the centrally planned 
economies as current consumption of goods by institutions, or- 
ganizations and enterprises providing services such as edueca- 
tion, health, state and local administration and defence. In most 
countries, however, subsistence of military personnel is included 
in personal consumption. 


the Soviet Union, no data on changes in personal con- 
sumption are available. It is, however, unlikely that 
consumption in these countries increased faster than 
retail sales; the latter expanded at a rate of 2 per cent 
in Hungary and 4 per cent in the Soviet Union, indi- 
cating a substantial reduction in the share of consump- 
tion in national income. In Hungary these changes were 
accompanied by an improvement in the balance of 
trade, and in both countries by a more than propor- 
tional rise in social consumption and in accumulation 
of stocks. 


While similar in direction, the shift in the distribu- 
tion of resources was less marked in Poland. In this 
country, the only one for which detailed data on 
changes in the allocation of the national income are 
available, net fixed investment rose at about the same 
rate as national income and the proportion of net 
imports to the national product remained unchanged 
(see table 6-11).The difference between the 6.5 per cent 
increase in personal consumption and the 8 per cent in- 
crease in national product was accounted for entirely 
by the more than proportional expansion of inventory 
accumulation and social consumption, in both instances 
amounting to 15 per cent. 


In the remaining countries, interpretation of the 
available information on changes in national income, 
investment and retail sales is much more difficult. In 
Romania, both retail sales and fixed investment in 1961 
increased at a substantially higher rate than national 
income. Indirect evidence, however, seems to indicate 
that the share of personal consumption remained ap- 
proximately the same as in 1960 and that the more than 
proportional increase in fixed investment was made 
possible by a relative decline in the total of other com- 
ponents of national expenditure: net exports, changes 
in inventories and social consumption. In Eastern Ger- 
many, personal consumption seems to have risen at 
approximately the same, or at only a slightly higher 
rate than national income, while the rate of increase in 
total investment was somewhat lower. In Bulgaria shifts 
in the allocation of national income seem to have been 
directed towards personal consumption. 


The increases in the share of resources allocated to 
social consumption and to stock accumulation which 
seem to have occurred in some countries may in part 
be related to the increase in military outlays which be- 
gan around the middle of the year. This appears to have 
been especially significant in the Soviet Union where a 
33 per cent increase in military expenditure exerted a 
considerable influence on the pattern of allocation of 
resources. 


Changes in money payments to the population in re- 
lation to output were not always in line with the shifts 
in the allocation of resources. In most countries money 
income appears to have increased at a lower rate than 
in 1960. In some countries, such as the Soviet Union, 
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Table 6-12. Indices of Output per Man and of Money Wages in Industry,* 
1959 to 1961 
(Preceding year—100) 
x 1959 1960 19 
Country Output Money Output Pies e Ouipd hoe: 
per man wages per man wages per man wages 
Bulgaria . . 103.0 103 | 
earn ae IANO Foro hy eS 3. o.4 102.7 ORM 107.8 05.2» 
Czechoslovakia.............. 107.1 IMO 7 106.9 103.7 105.1 ae 
athe Gemmany.....:.. 110.0 106.9 108.2 103.2 107.5 a 
Hungary... 104.7 103.0 105.1 101.4 108.0 100.6» 
= (oa 107.6 106.9 HIKE 102.2 107.4 103 0) 
Romania. ..... 106.7 104.5 111.3 110.6 109.14 104.0¢ 
SND | aie ga ee ee 107.4 103.0¢ 105.0 104.0 104..0¢ 


Source: See table 6-1. 

* Wages relate to average earnings per employed 
person. : 

> Production workers only. 


Table 6-13. Wage Bill and Retail Trade, 


1959 to 1961 


Retail trade® 


Country and year Wage bill ed eorend | econ 
trade trade currency 
(indices, preceding year = 100) units) 
Bulgaria 
ODO ees os). Lo.G ci ea 118.9 ZARG 
Paes ae Loo 110.7 Oe diteil 23.9 
NOG Wg st ee! ,-) - LOB 109.1 109.1 20.1 
Czechoslovakia 
WSO Be ye. » 1046 105.0 107.6 aoe 
FSB... « - 106.3 107.4 109.3 94.8» 
TG ce 106.1 103.8% ae 98.45 
Eastern Germany 
1: 2 ee ee 109.7 L102 LAO 42.1 
1960. 104.6 106.9 108.2 44.9 
ae aa 106.0 oe 47.6 
Hungary 
PSO ee LOG iN es 112.6 61.7 
GO ee. , L008 109.9 110.1 67.8 
NIG BS. 2): 103.8 102.3 a. 69.4 
Poland 
159 een a. ce L108 111.4 110.4 219.4 
PAO ce aarae's = SOSA 103.6 101.7 227.6 
9 5) ees 107.7 110.2 109.0 251.0 
Romania 
Pee eee TOE 104.1 105.6 36.1 
WORe at ie «LS 114.8 Ss 7 41.4 
TOGRS eo uae ot LILO 114.7 114.7 47.6 
USSR 
1959"... .22.... 106.5 106.4 108.0 lel 
TOGO ar irestnr crete om 109.5 110.1 77.8 
BOGIES acert eer LIAO 103.1 104.0 80.2 


eo nna 
T 1 B- 8 Any ue > 

Source: See table 6-1. Wage bills for Czechoslov akia and Po- 

land are taken from data as actually reported. Those for other 

countries are derived from the percentage of increases in employ- 
1a 6 2 ¢ 14 «aT. 

ment and average wages. Data for Bulgaria and Romania are 


artly estimated. 
: a For coverage, see footnote b of table 6-10. 


> Not strictly comparable to the previous years because of 


change in coverage. ; 
s iE ciidine allowances and benefits not included in the wage 


fund for the other countries. 


Czechoslovakia and Eastern Germany, the rise in 
income payments exceeded increases 1n the supply of 


° Including allowances and benefits not included 
on the wage data for the other countries. 

¢ Estimated. 

° Average earnings in all sectors of the economy. 


consumer goods, intensifying existing pressures on 
total supplies or on supplies of specific commodities. 
In other countries, such as Poland, Romania and Bul- 
garia, shifts in the allocation of national income in 
favour of consumption together with restraint on 
money wages helped to reduce pressures that had de- 
veloped in preceding years. 


It can be seen from table 6-12 that money wages in 
industry were nowhere allowed to increase faster than 
output per man. In Hungary and Poland, where the 
share of consumption in national income declined, pro- 
ductivity increased substantially more than wages and 
the resulting fall in unit wage costs was an important 
factor tending to reduce the pressure of demand upon 
supply of consumer goods. This was especially signifi- 
cant in Hungary where industrial wages remained prac- 
tically unchanged despite an 8 per cent increase in pro- 
ductivity. In Bulgaria and Romania, where the share of 
personal consumption either remained stable or rose, 
average wages also increased substantially less than 
productivity. In the Soviet Union and Czechoslovakia, 
however, the reduction in the share of resources allo- 
cated to consumption was not accompanied by a de- 
cline in wages per unit of output. 


The changes in the balance between demand and 
supply are reflected to some extent in the data on wage 
bills and retail trade presented in table 6-13. These 
figures, together with other scattered information, give 
some indication of the nature of the changes in supply 
and demand for consumer goods in 1961. In the Soviet 
Union the total wage bill increased by about 11 per 
cent in consequence of a growth of more than 6 per 
cent in the number of wage and salary earners and an 
increase in average wages of around 4 per cent. Total 
money income of the population appears to have in- 
creased somewhat less, inasmuch as the available in- 
formation suggests that farm incomes increased only 
slightly while no advances in pension and similar 
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benefits were reported.'! None the less, there is no 
doubt that the rise in total money income exceeded 
that of retail sales, which amounted to slightly more 
than 3 per cent. The resulting pressures of demand 
upon supply of consumer goods was reflected in scar- 
cities of specific goods, especially of meat and meat 
products, the supply of which fell by 4 per cent. The 
disparity between the increase in money Income and 
the increase in supplies did not lead to any adjustment 
in consumer prices!® and real wages increased at the 


; 6 
same rate as money wages. '° 


The unusually large increase in the wage bill in the 
Soviet Union exceeded the planned quota by a sub- 
stantial amount. While wages in general increased in 
accordance with the plan, employment increased more 
than anticipated.!7 This was largely due to unplanned 
increases in industrial employment made necessary 
because of the non-fulfilment of plans for increases in 
labour productivity. Gains in productivity fell short of 
targets, partly as a result of the fact that reductions in 
hours worked were not fully offset by a more effective 
utilization of working time. 


In Czechoslovakia, increases in average wages and 
in employment contributed in about equal proportion 
to the increase in the wage fund, which amounted to 
6.3 per cent. Gross money proceeds of collective farms 
rose by 6.5 per cent as a result of a 4 per cent rise in 
state procurement and a 20 per cent increase in free 
market sales. It appears therefore that total money in- 
come of the population increased faster than retail 
sales, which rose by less than 4 per cent in 1961. 
Shortages of some types of consumer durables, of meat 
and at times of other foods were reported in 1961 
without any apparent effect on prices in the state and 
co-operative trade network. 


Some disparity between the increase in money in- 
come and the supply of consumer goods aiso seems to 
have developed in Hungary, where the total wage bill 
rose by 3.8 per cent as a result of a 2 per cent increase 
in employment and a 1.8 per cent advance in the aver- 
age wage. Gross money proceeds of agricultural pro- 


14 Disposable income was increased in part as a result of a 
reduction or elimination of income tax payments by lower-wage 
groups which became effective on 1 October 1961. Workers 
earning less than 60 roubles per month were exempted from in- 
come tax completely, while the taxes of those earning between 
60 and 70 roubles were reduced by 40 per cent. The aim of 
these measures is eventually to abolish income taxes altogether. 

15 In June 1962, however, prices of meat in state and co- 
operative trade were increased by 30 per cent and those of 
butter by 25 per cent. According to official statements, this 
step was taken in order to raise funds for increased payments 
to agricultural producers so as to stimulate output of livestock 
products. 

16 The increase in average wages was associated with a fur- 
ther narrowing of wage differentials favouring the lower-income 
brackets. This process, which had begun in 1959, affected 40 
million wage and salary earners by the end of 196]. 

17 Total employment was planned to increase by 3.20 million 
workers but actually rose by 3.95 million. The planned incre- 
ment in industrial employment was 0.58 million, while the 
actual increment amounted to 1.12 million. 


duce resulting from deliveries to the state purchasing 
agencies rose by 6 per cent. Retail sales increased by 
2.3 per cent. During part of the year shortages were 
reported in the supply of meat, vegetables and many 
imported items. Free market food prices rose by around 
4 per cent, reducing somewhat the extent of the real 
increase in wages, which was in any event relatively 
modest in money terms. In Eastern Germany, the great- 
er than planned increases in money incomes of the 
population and the smaller than planned increases in 
supplies of consumer goods gave rise to shortages of 
various consumer goods in 196] and prompted the 
authorities to introduce measures tending to restrict 
the growth of incomes in the following year. 


While the increase in pressure of demand upon 
supply of consumer goods which developed in 1961 in 
several centrally planned economies was _ relatively 
limited, in mainland China the situation deteriorated 
considerably. The continuing low level of supplies re- 
sulted in severe cuts in the food rations allotted to the 
urban population. Although total money incomes ap- 
pear to have declined in 1961 in consequence of a 
reduction in the number of wage earners and of other 
measures tending to reduce effective demand, the de- 
cline in income payments apparently was not com- 
mensurate with the fall in supplies. It has been stated 
that in order to reduce the mounting excess of money 
in the hands of the population it will be necessary to 
reduce government expenditure or to raise tax revenue, 
and to impose tighter control over credit disbursements 


of the banks. 


The remaining three countries, Poland, Bulgaria 
and Romania, seem to have experienced an easing of 
the pressure of demand upon supply of consumer 
goods. In Poland, any inflationary pressure which may 
have arisen from the slight reduction in the proportion 
of the national product devoted to personal consump- 
tion was kept in check by a restriction of wages in 
relation to output. The wage bill rose 7.7 per cent as a 
result of an increase in employment of 3.9 per cent and 
a rise in the average wage of 3.7 per cent. The agere- 
gate money income of peasants from sales to the State 
rose by 11 per cent, while personal income from pen- 
sions, family allowances and sickness benefits ad- 
vanced by about 7 per cent. Total consumer incomes 
probably rose by somewhat more than 8 per cent as 
compared with an increase in the volume of retail 
sales by over 9 per cent. Although the rise of agoregate 
money income was greater than had been foreseen in 
the 1961 plan, planned retail sales were exceeded by a 
substantial amount.'S In general, consumer supplies 
seem to have been adequate to meet demand without 
undue strain. An increase in the consumer price level 
of less than one per cent seems to have been the result 
of minor adjustments in the price structure. Real wages 

g 


5 : 

18 The volume of retail sales was planned to increase by 4.3 
per cent; it actually rose by 9 per cent, slightly less than the in- 
crease In current prices which amounted to about 10 per cent 
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rose by about 3 per cent as compared with a fall in the 
preceding year of 1.5 per cent. 


In Romania wages rose by 4 per cent and employ- 
ment by over 7 per cent, resulting in an increase in the 
wage bill of about 12 per cent as compared with an 
increase of almost 15 per cent in retail sales. These 
developments were in contrast to the situation during 
the two preceding years when the wage bill increased 
much more rapidly than retail sales. Although no data 
are available on peasant incomes, pensions and other 
payments, there is little doubt that a better balance 
between total money incomes and consumer supplies 
prevailed in 1961 than in the preceding years. 


In Bulgaria, a lack of balance between consumer 
incomes and supplies had developed in 1960 as a result 
of sharp increases in wages and employment, amount- 
ing to an estimated 7 and 8 per cent, respectively. The 
increase in the total wage bill of about 15.5 per cent 


se 


was accompanied by an increase of only 11 per cent in 
the volume of retail sales. In 1961 the recruitment of 
labour was sharply reduced and the rise in the labour 
force did not exceed 2.5 per cent. Average wages also 
increased less than in 1960, the rise amounting to per- 
haps 5 per cent. Retail sales increased by 9 per cent, 
while the total wage bill appears to have risen by some 
8 per cent and total money income increased less owing 
to the lag in farm output and income. Although this 
reversal of the situation which had developed during 
the preceding year resulted in a lessening of the 
pressure of demand upon supply, specific shortages 
continued in 1961, especially with respect to high 
quality clothing, consumer durables and meat. While 
prices in state and co-operative trade remained un- 
changed, prices charged by peasants on the collective 
farm market for meat and vegetables continued to in- 


crease in 1961, although at a much slower rate than in 
1960. 


Foreign trade 


In 1961 the turnover of foreign trade (exports plus 
imports) of six of the centrally planned economies in- 
creased by 8 per cent (see table 6-14). A comparison 
with the data for 1960 indicates some slackening in the 
rate of expansion in all listed countries except Poland. 
Although the expansion slowed down most substantial- 
ly in Romania, that country none the less recorded the 
greatest increase in 1961, at a rate of 17 per cent as 
compared to the exceptionally high rate of over 33 per 
cent in 1960. Apart from Romania only two other 
countries, Bulgaria and Hungary, experienced a sig- 
nificant decline in the rate of increase of trade. 


Data on exports, imports and trade balances in 
1961 are available for only four countries (see table 
6-15). These countries were equally divided with re- 
spect to changes in their balances: in Czechoslovakia 
and Poland balances deteriorated to some extent, while 
the balances of Bulgaria and Hungary improved ap- 
preciably. The deterioration in the balance of Czecho- 
slovakia occurred as a result of a smaller increase in 
exports than in imports, which reduced the active bal- 


ance for the second successive year. In Poland, a rise 
in the passive balance reflected the general advance in 
the level of both exports and imports, which widened 
the absolute gap despite the fact that exports rose at a 
somewhat higher rate than imports. The improvement 
in the balance of Hungary was associated with an 18 
per cent increase in exports which converted a large 
passive balance in 1960 into a small surplus in 1961. 
In Bulgaria the expansion of exports exceeded that of 
imports sufficiently to reduce the previous year’s rela- 
tively large passive balance to negligible proportions. 
Although no separate data on the exports and imports 
of Romania were available at the time of writing, 
official government information indicated that the 
trade had been in balance in 1961. 


Data on the commodity composition of trade in 
1961 are scanty, and complete information is, in fact, 
only available for two countries, Hungary and Poland 
(see table 6-16). The composition of the exports and 
imports of these countries showed relatively little 
change between 1960 and 1961. There was some in- 


Table 6-14. Foreign Trade Turnover, 1959 to 1961 


Se nnn nnn Ee 


1959 1960 1961 Value of trade, 1961 
Country (indices, preceding year = 100) (millions of roubles) 
1 7 ae E y | OA, 
pil oa ee eee ees et tae 141.4 52 110.1 1 | 
Poetronlovdkin, © asshole tus». 115.9 112.5 110.7 3.730 
iinearnre a ae er: As 118.3 118.4 111.0 1,848 
ik ee ete cts oss ae, 110.0 113.1 2,871 
Pca yt eee <i.» 1072 133.2 117.0 1,437 
USSR. « 121.5 106.4 104.0 10,475 
CR OF oe Ae ae eas oe ee 4 10,475 
Tora, countries listed above 119.2 | A 108.0 PAL Ao\o)9) 
HasteruxGennatlyes ess cee tee eee oes 115.9 125 nee aK 
ccs” ce nS 


Source: See table 6-1. 
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Table 6-15. Exports and Imports, 1959 to 1961 


(Millions of roubles) 
Se ee 


Country and item 1959 1960 1961 
Bulgaria md 
[BPO o oon ene ace 420 514 595 
Waa. nob de peck 52] 570 599 
Balamee........- — Oi —56 —4 
czechoslovakia 
EES OTS cir ce ear 1,554 leet 1,908 
Imports.4..00 0-0 1842 1,634 1,822 
Balance......... 2, 102 86 
Eastern Germany 
Esporte ee. s1 gas ee 1,909 1,972 
Wi: -coonceuse ened 1,953 
IBalamce aera aeeenn: 116 19 
Hungary 
Exports fee eras oe ae 693 787 926 
Uist, oo ena eu 714 878 922 
Balances:....... —2] HII A 
Poland 
IOSGOOc aa eo nA sone 1,031 1,193 1,353 
iiinato omucte eee anne e278 1,345 1,518 
Balance..-...... — 247 — 152 = 65 
Romania 
DQ acon ea de oak A70 645 
Wns eXOUS csc oo oy we 452 583 
Balance eee 18 92 
USSR 
EXPORIS HS acted rece 4.897 5,006 
IMO, coc oocuens My XOO 5,066 
Balances ye. see 331 —60 


Source: See table 6-1. 


crease in the share of manufactured consumer goods in 
the exports of both countries, but no significant change 
in the import shares of these commodities. Export and 
import shares for food and agricultural materials 
showed divergent tendencies. In Hungary the export 
share for these commodities declined while the import 
share increased, whereas in Poland shifts were in the 
opposite direction: a rise in the share of agricultural 
products in exports was accompanied by a decline in 
their share in imports. The development in Hungary 
appears to have been attributable to drought which 
had an adverse effect on domestic supplies. In Poland, 
on the other hand, favourable crop results permitted a 
relatively large expansion of exports of food and other 
agricultural products. 

The share of machinery and equipment declined both 
in the exports and the imports of Hungary. In Poland 
it remained unchanged in the case of exports, while it 
rose to some extent in that of imports. The absence of 
any increase in the share of machinery in the exports 
of these two countries (as well as in the exports of 
Czechoslovakia, where the share was officially reported 
to have been 44.6 per cent of the total in 1960 and 44 
per cent in 1961) seems to indicate that plans to stimu- 
late this category of exports met with certain diff- 
culties common to several of the larger exporters of 
machinery. Such difficulties do not as yet appear to 
have affected Bulgaria, where exports of machinery 
still account for a relatively small share of the total. 


According to official information, machinery exports 
from that country increased by one-third in 1961, 
almost three times as fast as total exports. 


Trade with other countries of the group continued to 
account for the preponderant part of the total trade of 
each of the countries listed in table 6-17. However, the 
share of trade with the rest of the world, which had 
increased significantly in 1960, continued to rise in 
1961, except in the case of Hungary where it remained 
roughly unchanged after a decline in 1960. In view of 
the lack of data for 1961 for the Soviet Union, Eastern 
Germany and mainland China, it is, however, not 
possible to arrive at firm conclusions regarding 
changes in the geographic pattern of the trade of the 
centrally planned economies as a group. 


Some indirect indications of the direction of such 
changes can be obtained from the trade statistics of 
partner countries in the rest of the world (table 6-18). 
It appears that trade of the Soviet Union with the 
rest of the world increased by 12 per cent or at a higher 
rate than its total trade, that of other eastern European 
countries rose by 9 per cent, while the trade of main- 
land China declined owing to a 13 per cent reduction 


Table 6-16. Hungary and Poland: Commodity 
Composition of Foreign Trade 


(Percentage of total exports and total imports) 


Country and item 1959 1960 1961 
Hungary 
Exports: 
Machinery and equipment.... 34.6 38.0 31.2 
Fuels and industrial raw 
Materials eee See eee 23.6 22.4 
Food and agricultural raw 
Materials. a, See ee ee DIG 20.6 19.8 
Manufactured consumer goods. 18.8 17.8 20.8 
Imports: 
Machinery and equipment.... 25.5 27.8 22.0 


Fuels and industrial raw 


materials . 


Manufactured consumer goods . 4.6 5.0 4.8 
Poland 
Exports: 

Machinery and equipment.... 26.3 28.0 28.0 


Fuels and industrial raw 
misttentalecan seer rae 

Food and agricultural raw 
materials. . 

Manufactured consumer goods. 6. 


Imports: 
Machinery and equipment . > fs Zi Ae HALE 
Fuels and industrial raw 


Food and agricultural raw 


Mmbtertgls sc 66.ne asa enesa eee 16.0 15.3 
Manufactured consumer goods. —_7.0 3.4 0.9 
—— ee eee 


Source: See table 6-1. 
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Table 6-17. Geographical Distribution of Trade® 
of Centrally Planned Economies, 1959 to 1961 


(Millions of roubles) 
SS 


Trade with 
ene er Ee centrally planned economies dade with Total 
USSR Other ie. oa sh 
Bulgaria 
O59, 2.2... 498 268 82 943 
HOGOR. 2. . 576 313 95 )8 
| op een 597 358 239 
Czechoslovakia 
NOHO e eos ts. 1068 1,067 864 ? 999 
1960... 1,160 1,249 961 3.37] 
LOO)... AIRS 1,270 1,161 3.730 
Hungary 
1959 117 544. 157 1,418 
oe ; - er — 485 1.666 
61. 313 — 539 1,848 
Poland 
1959 689 115 906 2,310 
1960. 770 819 949 2.538 
1961. 877 875 1,119 2871 
Romania . 
1959 437 295 192 923 
1960... 193 393 342 1,228 
1961 >... — 934 593 1,437 


Source: See table 6-1. 
® Exports plus imports. 
» Distribution by areas estimated. 


of that country’s exports. The group’s total trade with 
the rest of the world therefore increased by only 7 per 
cent, which represents a sharp decline in the rate of 
expansion compared to that of 1960. The increase in 
extra-group trade of all centrally planned economies 
cannot readily be compared with that of their total 
trade in 1961 as shown in table 6-14, however, because 
the latter excludes Eastern Germany and mainland 


China. 


The most striking increase occurred in trade with 
Latin America, both exports and imports rising by 50 
per cent. The major factor accounting for this upsurge 
was the development of trade with Cuba. The expan- 
sion of trade with Latin America was most significant 
in the case of the Soviet Union, but substantial increas- 
es were also recorded by other eastern European coun- 
tries and mainland China. Other substantial advances 
occurred in imports from North America and from 
Australia and New Zealand. These were chiefly a con- 
sequence of developments in mainland China which are 
further examined below. China also accounted for the 
fact that the total trade of centrally planned economies 
with western Europe showed only small gains, despite 


increases of 6 to 10 per cent in the trade of the Soviet 
Union and other eastern European countries with that 
area. 


The development of trade with Asia and the Far 
Kast followed a similar pattern, considerable advances 
achieved by other centrally planned economies being 
largely offset by a decline in the trade of mainland 


China. 


Data on the commodity composition of trade with 
the rest of the world are available only for the first 
half of 1961 (see table 6-19), and moreover, they cover 
only three-quarters of total east-west trade. As table 
6-19 shows, substantial increases were recorded in 
exports to the rest of the world of foodstuffs, mineral 
fuels and lubricants, and of manufactures other than 
machinery, transport equipment and chemicals. In the 
case of foodstuffs, both the Soviet Union and the other 
eastern European countries contributed to the expan- 
sion. The rise in exports of mineral fuels and lubricants 
was chiefly attributable to the Soviet Union, while that 
of manufactures originated primarily in mainland 
China, which appears to have accelerated such exports 
in order to compensate for the reduction of its exports 
of raw materials. 


Developments in mainland China strongly influenced 
the composition of imports of centrally planned econ- 
omies as a group from the rest of the world. Large 
Chinese food imports in 1961—chiefly from Canada 
and Oceania—raised the share of foodstuffs in the 
eroup’s import trade from 11 per cent in 1960 to 18 
per cent in 1961. At the same time a reduction in 
Chinese imports of manufactures other than machinery 
and chemicals, combined with a smaller decline in 
Soviet imports, caused a sharp fall in the import share 
of this class of commodities. A shift in the commodity 
composition of imports in favour of machinery and 
transport equipment, on the other hand, was solely 
attributable to rising imports into the Soviet Union and 
other eastern European countries. 


The indirect evidence provided by these partial 
data points to a significant shift in the structure of 
the trade of mainland China under the impact of recent 
economic developments in that country. 


On balance, the centrally planned economies in their 
trade with the rest of the world continued to be net 
importers of all categories of manufactures. At the 
same time they maintained their position as important 
net exporters of foodstuffs, raw materials and mineral 
fuels and lubricants. 
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Table 6-18. Trade of Centrally Planned Economies with Rest of World, 1959 to 1961 
(Millions of dollars) 


8 


Other eastern European 


USSR countries” China (mainland)* Total 
FARE PERE Exports Imports Exports Imports Exports Imports Exports imports 
Se ean wee GO ote 29.7 20.6 60.0 105.8 Dee ibe 94.9 128.1 
POGOe ee ee ates 2955 48.0 65.1 182.4 6.1 9.1 100.7 pe 
LOG yee eee ety 29.0 69.5 68.6 165.1 3.4 120.6 101.0 355. 
Behe: eer Ta 27.6 44,1 104.9 OWN Dy 2.8 3a20 154.0 
LOCUM tee tk ey 023) @ 1370. len 128.5 4.0 414 234.0 307.0 
US Yo lV seeetcas ape en ee aren gee 180.0 249.0 167.0 146.7 10.0 79.0 357.0 4T4,7 
; d 
Gaon OE ORT Pa Ip pyil 114.9 146.4 139.1 26.2 39.4 327.7 293.4 
TOGO Me pec en tees eer Oe ee Ae 132.9 128.5 1576 ilpsall 26.2 58.0 316.7 339.6 
TO Geen gat k=. Fe, einen 150.0 UpBET 155.8 166.9 24.2 30.4 330.0 320.0 
pb e 
oe gous Fee es ead ae ee ee 671.1 464.6 eye 1,179.8 195.7 369.9 2,099.0 2,014.3 
196 0 Mendes ye ann Reena: 762.1 674.9 1,411.4 BSNS 231.2 372.1 2,404.7 2,397.8 
i OG: meee ircer se ye eR ieee 804.9 TANTS) 1,523.4 1,439.4 181.7 181.3 2,510.0 2.000 
apes MPR yen A ee ates eee 147.3 140.0 55.0 40.2 4.7 16.5 207.5 196.7 
TOGO Meenas ny tes Owns 150.8 139.8 63.7 46.8 4.5 6.6 219.0 193.2 
Tally. 5a Poe se Ma esa Se ve 150.4 WARE 68.3 56.2 Dist 6.0 221.4 189.9 
oe DAE Dien tity a a IWS 5 57.6 AT 2 Wales: 100.2 2.6 1.4 iy pA 148.8 
LOGO Rear we gear ceo. eee oy 56.9 Dane 153.8 129.5 Wes thal 211.2 183.3 
LOG TE rant ey AO ee Ae. es 29.2 50.9 WARES 107.9 ae 0.2 152.7 159.0 
Asia and the Far Kast . = 
OS ORE eh Sa NN a2 151.6 249.1 90.6 82.5 354.0 A AS 596.2 503.9 
OG O Menno eerie eect Ee! baa e 181.9 24.5.0 133.9 132.8 385.0 162.8 700.8 540.6 
OG ree gee eset Mee nae hee ccna 252.0 295.1 198.5 142.2 348.2 ible 798.7 599.0 
Australia and New Zealand ; 
5 Oem tre er ca ce eS 0.2 12-3 8.6 56.8 10.2 Sak 19.0 106.2 
LO OO Me ar yc) Pee ney mar der 0.4. 36.8 10.9 53.4 11.5 33. 226 1233 
TRS TOM I ao cee ae ec ee oe ene IFO DAT ie) 9.7 93.0 8.5 170.3 19.2 ra Ae 
Africa’ 
OS OR re aehs ot aera ee eee th cite ial 48.7 BOLD 17.4 4.3 PASS 41.9 87.6 
OOO Stet tee cute eens hes lee 56.2 tis 41.1 ‘io 24.8 66.3 122 Al 
NOG Lie aries tee MEE AS O32 20.3 28.9 rae 53.2 6.9 13.1 78.4 95.2 
TOTAL 
LODO RE ae aM acre acs a 243 WAS 1,847.2 1,828.9 605.4 662.6 3.693.9 3.633.0 
TOGO Meee ees eee ne cp re 1,428.5 1,519.0 2,171.4 2,178.4 676.3 709.0 4..276.2 4,406.4 
LOGIE eae eee oe 1,616.8 1,689.4 2,366.0 2,330.6 585.6 722.6 4,568.4. 4,742.6 
SS ae ee ee ee ee ee eee ee 
Source: Statistical Office of the United Nations, and Statis- * Including trade of North Korea, North Viet-Nam and 
tisches Bundesamt, Wirtschaft und Statistik, No. 3, 1961 and No. Mongolia. 
Be een test) 4 Including Libya, Ethiopia, Sudan and United Arab Republic. 


® Exports from and imports to the centrally planned econo- 
mies as derived from data of their trading partners. 

» Including trade between Eastern Germany and the Federal 
Republic of Germany. ' Excluding Libya, Ethiopia, Sudan and United Arab Republic. 


® Metropolitan countries in the Organisation for European 
Economic Co-operation. 
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Table 6-19. Composition of Trade of Centrally Planned Economies with Rest of the World, 1959 to 1961 


(Millions of dollars) 
SS a 


Other eastern 


Item and. year USSR European countries = China (mainland) Total 
Exports Imports Exports Imports Exports vf eres ‘ pare Imports 
Foodstuffs 
ae Pe ca Gitece @ kay i 103.3 ah) 16207 90.8 2601 0.3 292.1 126.4 
ee ee oe 83.4 43.0 205.2 121.1 50.6 3.4 339.2 NGves 
SER. Beg 118.1 30.3 239.7 130.5 Bifel 134.0 414.9 294.8 
Fats and oils 
W959... eee eee eee eee, 0.4 3.3 29 10.4 3.3 0.1 66 138 
OC Oi Mt Re els oe, 2.5 A.) 5.3 thd BES 73) 19.1] 13.9 
LN Ee ea 2.0 15.6 5.8 14.8 3.0 ih 108 9 sia 
Raw materials 
5959) =. 102.3 ele 97.6 WLS} 7) 97.6 15.6 217.4 UENO 
1960. Se sie 138.2 63.6 85.8 147.9 108.7 61.5 Bao sal 
OS Ailes 2 ee 125.0 77.4 103.3 156.1 67.9 28.5 296.2 262.0 
Mineral fuels and lubricants 
1 RO ag Ae Dh ahra~ sep ERS 0.2 79.5 ily 0.4 0.1 213.4 WS 
1890) Ve ae eee 155.0 — Bal Da, 4.5 0.2 242.7 2.4 
UOT oe On eee 194.8 0.1 89.1 1.0 6.6 1.6 290.5 Beil 
Chemicals 
WO OMe rg rot or ty tee oi. . 12.9 ima 4A.5 ale”? 4.9 42.5 62.4 104.9 
Lh Oe Cae an ee 23.8 28.1 99.2 69.1 5.0 54.9 87.9 52a 
WM eee et Me. x niles oe 23.8 20.2 59.9 o2mi Ow 39.5 89.9 142.4 
Machinery and transport equipment 
DOIG 2 ee eet eee ae ee 14.3 98.2 63.9 98.1 oa 24.0 78.2 220.3 
1a) ee ae Ce ae ae ee 19.6 174.0 86.4 pies — 23.4 106.5 BAS. 
LS Ro 9 Sees ae oe 18.8 213.8 83.8 167.4 — 20.7 103.5 401.9 
Other manufactured goods 
Si eemencte tent ah eee) oe coer S- os 2 59 if 98.3 ley 3 156.1 19.5 97.1 194.9 Bollea 
POGGIO yes 5: ie 175.6 166.1 DOES 48.5 140.6 293.7 539.7 
Vee, ee en 87.3 164.4 166.3 253.4 97.7 Al 2 Bolles 459.0 
TOTAL ; 
(2 22 a ee Resi Seah Pit 426.5 268.1 526.8 ALS We 179.8 15,1 969.5 
ORME, ee eee Nn ss 5.5 2m, Sly 488.4 691.1 702.7 229.0 286.3 1,421.8 1,477.0 
1.19 Ue cals ne Se een ere eee 569.8 521.8 747.9 805.9 239.4 266.8 [PS Sifelee le O4nS 


Source: United Nations, Commodity Trade Statistics, Statistical Papers, Series D, January-June 1959, 1960 and 1961. 
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Plans for 1962 


The plans for economic development for 1962 pro- 
vide for an acceleration of growth of national income 
in most centrally planned economies with the excep- 
tion of Czechoslovakia and Poland which plan for a 
slightly lower rate of increase than in 1961 (see table 


6-20). 


The greatest acceleration is planned by Bulgaria 
where the growth rate is to rise from about 3 per cent 
in 1961 to 14 per cent in 1962. The rates of expansion 
planned for 1962 by other countries range from about 
7 per cent in Czechoslovakia and Poland to 13 per cent 
in Romania. 


All countries of the group plan to increase gross 
fixed investment at higher rates than in 1961. The 
change is particularly significant in Hungary where 
investment in the state and co-operative sectors is 
planned to rise by 16 per cent in 1962, after a 20 per 
cent decline in 1961. 


Retail sales are planned to increase at an accelerated 
rate in most countries except Poland and Romania 
which had registered the greatest percentage increases 
in the group in 1961. In all countries the planned in- 
creases in retail sales are smaller than those planned 
for national income, indicating a shift in the alloca- 
tion of resources toward investment. In most countries 
average money wages in industry are also planned to 
increase at a lower rate than in 1961; in fact, Hungary 


and Romania are the only countries to have planned, 


for 1962 a certain acceleration in the rise of average 
wages. Average wages are to increase by about 2 to 3 
per cent in all countries except Romania, where a 5 per 
cent increase is provided for. The rate of increase in 
average wages is considerably lower than the planned 
rise in output per man. 


The acceleration of growth of national income in 
1962 is planned to be achieved largely through very 
considerable increases in agricultural production, 
while industrial production is to increase at the same 
or slightly lower rates than in 1961. In accordance with 
the pattern of industrial development as foreseen by 
the long-term plans, the highest rates of growth in 
1962 are planned for metallurgy, electric power and, 
especially, for engineering and chemical industries. In 
the Soviet Union, however, a certain deceleration of 
expansion appears to be planned for the engineering 
industry, where the planned increase in output in 1962 
amounts to 12 per cent as compared to the 16 per cent 
rise attained in 1961. 


In all the countries for which data are available, 
labour productivity is expected to increase substan- 
tially faster than employment. Planned advances in 


industrial employment generally do not exceed 2 to 3 
per cent, except in Romania, where the plan foresees 
a 4.5 per cent increase. In contrast to the planned 
slowing down of industrial production, agricultural 
output, which had either declined in 1961 or had in- 
creased very slowly, is planned to increase by about 
25 per cent in Bulgaria and the Soviet Union, by more 
than 9 per cent in Hungary and by 5 per cent in 
Czechoslovakia. In Poland, however, where agricultural 
production had risen by 10 per cent in 1961, the 1962 


plan anticipates only a 2 per cent rise. 


The problem of agriculture was again brought into 
sharp focus by the difficulties encountered in 1961. 
These difficulties, together with the relatively poor 
achievements of the preceding years, had rendered the 
attainment of the planned long-term agricultural tar- 
gets problematical. The Soviet Union devoted par- 
ticular attention to these problems. According to an 
official statement, the difficulties in raising Soviet out- 
put in conformity with the plan largely resulted from 
insufficient supplies of fertilizer and equipment, and, 
especially in the case of meat, from a lack of adequate 
production incentives.’? 


In order to improve the situation the plans for 1962 
provide for increases in agricultural investment and 
a rise in the supply of fertilizers on the one hand, and 
for increases in the area under fodder crops on the 
other. Such increases are to be achieved by the sowing 
of areas which would normally have been left fallow 
under the prevailing crop rotation system. The conse- 
quent rise in the output of highly productive crops, 
such as corn, pulses and sugar-beets, is expected to 
reduce the cost of fodder and thereby increase the 
profitability of meat production. 


Initially, it appears to have been the intention to 
confine production incentives to measures aimed at 
reducing costs and increasing productivity. But in the 
course of 1962 prices paid to agricultural producers 
for meat were increased by 35 per cent on the average, 
and simultaneously retail prices charged for meat and 
meat products as well as milk in state and co-operative 
trade were raised by 30 per cent. 


19 According to A. Soroka, Ekonomika Selskogo Khozyaistva, 
No. 9, 1961 (Moscow), page 16, in 1959, average prices received 
by collective farms for 100 kilogrammes of beef were almost ten 
times as high as prices received for 100 kilogrammes of grain, 
but the cost of production of beef was twenty times as high. It 
seems that this discrepancy was mainly due to the fact that 
labour input per unit of output is much greater in animal 
husbandry than in crop production, largely because of consid- 
erable differences in the degree of mechanization. According to 
Pravda, 1 June 1962, prices received by collective farms in 1961 
for cattle and pigs were about 30 per cent and for poultry about 
40 per cent below cost. 
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Table 6-20. Planned Targets for 1962 
(Indices, 1961=100) 


a nN RS 


Item Bulgaria Czechoslovakia Hungary Poland Romania USSR 
National income........ 114.0 5.5 7 8 
Gross fixed investment®. . EO ce He ae sy ate 
Personal consumption. ... eae 106.2 104.0 104.0 a 106.0 
Retail sales... ... Bib. 107.8 105.5 104.0 104.6 119;7 107.4 
Industrial production. ... 109.9» 109.9 108.0 108.4 113.5° 108.1 
Producer goods. ...... a 108.4, 1 157 1088 
Consumer goods....... me: igs oes 108.3 109.9 106.6 
Industrial employment... — 102.3 103.0 102.6 102.7 104.5 102.4 
Output permaninindustry 107.4 LOW 105.3 105.5 108.5 105.6 
Taek ae production. . . 125.4 (O'S yh 109.2 102.0 - 125.00 
Money Wages ........... 102.3° ae hes 106.5 02. 
et: eee 101.6 102.5 102.4 106.5! OD 
Siruehonein veces... LEG 101.5 96.0 105.7 WPA 119.5 
Exports........... eA 10.9 110.0: 108.7 117.0 106.6" 
UN ae (Hs) 102.8 114.0 


Source: Plans for 1962; replies of Governments 
to the United Nations questionnaire of November 
1961 on economic trends, problems and policies. 

* For Bulgaria and the Soviet Union, centrally 
planned investments; for Czechoslovakia and Po- 
land, total investment outlays: for Hungary, in- 
vestment outlays in state and co-operative enter- 
prises. 

> Centrally planned industry only. 

© Socialized industry only. ; s 

4 As stated by I. S. Senin, Chairman of the 


Budgetary Committee of the Supreme Soviet of the 
USSR (Pravda, 7 December 1961). 

© In industry only. 

£ Real wages. 
_ © For Bulgaria and the Soviet Union computed 
in millions of square metres of living area; for 
Czechoslovakia, Hungary and Romania computed 
in thousands of dwellings; for Poland in thousands 
of rooms. 

h Exports plus imports. 


Economic situation in Yugoslavia 


The rate of growth of the national income of Yugo- 
slavia was lower in 1961 than in 1960 and much lower 
than foreseen in the annual plan. The slowdown re- 
flected a decline in farm output, the result of a severe 
drought, and a slackening in the rate of expansion in 
all major sectors (see table 6-21). In the course of the 
year, there was a marked increase in inflationary pres- 
sure. Although price increases were anticipated in 
connexion with trade and foreign exchange measures 
introduced in 1961, the actual rise in prices was much 
greater than expected. 


The elimination of multiple exchange rates and the 
liberalization of imports gave rise to difficult problems 
of readjustment of internal prices and of the structure 
of production. The simultaneous reduction in govern- 
ment control over the financial resources of enter- 
prises?° added to the problems of adjustment. 


Owing to bad weather, agricultural production fell 
for the second consecutive year. The decline in 1961 
amounted to more than 6 per cent as against a planned 
increase of some 16 per cent. The fall was entirely due 
to lower crop production; the output of animal hus- 
bandry was increased somewhat, as a result of a 5 per 


20 Enterprises were given more freedom in utilizing their re- 
sources by the elimination of the statutory obligation with 
respect to the allocation of investment to fixed assets and work- 
ing capital. In addition they were allowed to utilize freely the 
revenue from sales of fixed assets, raw materials and semi-fin- 
ished products. The progressive profits tax was replaced by a 
uniform tax on the gross revenue of enterprises with the object 
of raising incentives for increasing productivity and economiz- 
ing the use of manpower. 


Table 6-21. Indices of Gross National Output, 
by Sector 
(Preceding year=100) 


Item 1960 1961 1961 1962 
(planned) 

Total gross output... 106.2 105.5 112.5 116 
Indistry: queen -t WS. 107.0 112.0 113 
Agriculture....... _ 90.0 94.0 116.0 123 
Construction..... 107.7 109.2 108.0 110 
Manis portea.Aa a) 118.0 106.0 nthe 109 
‘Lradew ei sen ak 114.0 109.6 ee ial 


Source: Reply of the Government of Yugoslavia to the United 
Nations questionnaire of November 1961 on economic trends, 
igs and policies; Sluzebni List (Belgrade), 30 December 
1961. 

@ Gross value of total production representing the sum of gross 
value of output of individual sectors. 


cent rise in meat production.*! Industrial production, 
which was planned to increase by 12 per cent, actually 
rose by only 7 per cent, half as much as in 1960. The 
slackening was due in part to the difficulties connected 
with the readjustment of output to the new pattern of 
domestic and foreign demand resulting from changes 
in the price structure, as well as to reduce demand for 
manufactured goods on the part of agricultural pro- 


21 Changes in output of the major agricultural products were 
as follows (indices, preceding year = 100): 


1962 

1960 1961 lohan 
Wheat and rye .. . 86.4 88.4 119.0 
WMiallze niece erra: 92.0 73.9 153.0 
Sugar-beets _....... 94.6 76.8 170.0 
Miedtamerere cones . 110.4 105.5 97.0 
IVI eerie ete rca: Dee SB) 99.2 107.0 
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Table 6-22: 


Yugoslavia: Selected Indices of Economie Activity 


(Preceding year=100) 
ee ee 


1961 1962 
Item 1959 1960 1961 (planned) 

INEgii@mell seOIINS, - 2 aa 00c0acnc0c4- 118 106 104 113 116 
Gross fixed investment............ 117 108 107 105 a 
Personal consumption............ 114 aes 104 108 
Volume of retailisales. .) 2)... 114. 114 108 Par ee 
Valtierotenetallscalesnmnite tener: Waly Ua) ali Pet ee 
Non-agricultural employment. .... . 107 109 106 ae oe 
Industrial employment............ 106 107 105 105 105 
Output per man in industry....... 105 108 103 107 107 
Costiot livameimdexs: 1) 1.0 = 102 cole. 110 nee Gy: 
Real wages in industry............ Na, 108 105 ae 104 


Source: See table 6-21; Statisticki Godisnjak, 1961 (Belgrade); Federal Statistical Office, Indeks, No. 2, 


1961 (Belgrade). 


ducers caused by the fall in their incomes. Shortages of 
working capital also contributed to the restriction of 
output in certain branches of industry.** 


Output of agricultural machinery declined by ap- 
proximately 30 per cent in 1961 as against a 10 per 
cent increase experienced in the preceding year. Re- 
ductions were also registered in shipbuilding and 
miscellaneous machinery and equipment production. 
Output of ferrous metallurgy rose by 2 per cent, coal 
by 4 per cent and textiles by 3 per cent. In 1960 the 
rates of growth of these branches were 13, 6 and 14 
per cent, respectively. In contrast, the output of crude 
oil, electric power and machine tools expanded at un- 
changed or even accelerated rates while the rates of 
expansion of electrical engineering and most types of 
consumer durables continued to be high. Aggregate 
output of the food processing industry rose by 13 per 
cent.22 

Personal consumption rose in 1961 at the same rate 
as national income, about 4 per cent, considerably less 
than the planned increase of 8 per cent (see table 
6-22). On the other hand, fixed investment expanded at 
a higher rate than national income, rising by 7 per 
cent as compared with the planned increase of 5 per 
cent. Social consumption also increased at a higher 
rate than national income but investment in inven- 
tories rose less, while net foreign borrowing rose by 

22 Shortages of working capital were to some extent the effect 
of credit restrictions aimed at reducing the pressure of demand 
upon domestic supply and the demand for imports. These 
measures seem to have been introduced in order to cope with 
the problems arising from the trade and currency reform on 
the one hand and from the rise in disposable income of the 
enterprises due to reduction in taxes on the other. It has been 
anticipated that credit restrictions will force the enterprises to 
restrain the use of their own funds for fixed investment in order 
to replenish their working capital. In many instances enter- 
prises were spending a large proportion of their funds on fixed 
investment, expecting to increase their working capital through 
bank credits. 

“3 This increase occurred despite the fall in total agricultural 
output. It was probably made possible by the fact that meat 
output expanded, and that the total production of state farms. 


which are the most important suppliers of food processing in- 
dustries, increased by 10 per cent in 1961, 


some 50 per cent. Although consumption increased 
much less than anticipated, its share in national income 
remained unchanged. It is therefore clear that the con- 
siderable price increases which occurred in 1961 were 
not due to any shift in the allocation of resources in 
favour of investment and social consumption. A 7 per 
cent increase in price levels was anticipated in con- 
nexion with the readjustments related to the elimina- 
tion of multiple foreign exchange rates. In fact. the 


Table 6-23. Yugoslavia: Balance of Payments 
(Billions of dinars) @ 


Item 1959 1960 1961 1962 
(planned) 
Exports of goods....... 143.0 169.8 166.9 201.0 


Imports of goods 198.4 237.5 263.2 278.0 
Balance of merchandise 

trader ee ee —554 —67.7 —963 TT: 
Balance of other trans- 

actions on current ac- 
19.2 23.3 26.3 28.0 


A —70.0 —49.0 
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Source: See table 6-21. 

* In foreign prices converted into dinars at the exchange rate 
of 300 dinars to the dollar. 
cost of living went up by 10 per cent. The increase in 
the cost of living above the anticipated rate was largely 
the result of a rise in the cost of food and of services. 
Prices of manufactured goods increased at less than 
the average rate of price rise. 

It was intended that the effect of the anticipated 
price increases on real personal income would be com- 
pensated for by increases in money earnings. The 
actual increases in wages and other incomes were, 
however, greater than anticipated, affecting price levels 
both from the cost and from the demand side.24 Despite 


“4 An additional element of pressure of demand upon supply 
was an increase of almost 40 per cent in consumer credit. In 
1961 such credit amounted to about 15 per cent of the income 
of wage and salary earners employed in state and co-operative 
sectors, 


CHAPTER 6. RECENT TRENDS IN THE CENTRALLY PLANNED ECONOMIES 


a considerable rise in the cost of living the average 
real earnings of wage and salary earners in non- 
agricultural occupations rose by 4 per cent; real farm 
income increased less, and possibly not at all. Prices 
received by agricultural producers rose by 12 per cent 
and manufacturers’ prices by 4 per cent, while invest- 
ment costs seem to have risen by about 14 per cent as 
a result of a rise in prices of equipment due to foreign 
exchange reforms, as well as of a rise in prices of 
building materials and labour. 


Changes in the balance of payments in 1961 were 
greatly influenced by the decline in agricultural pro- 
duction (see table 6-23). The fall in farm output made 
it necessary to resume imports of cereals; the latter 
accounted for about one-half of the increment in total 
imports. Another factor, also apparently contributing 
to the unscheduled rise in imports, was the liberaliza- 
tion of import controls. The slower than anticipated 
growth of exports was due to several circumstances, in- 
cluding not only the fall in agricultural supplies but 
also a smaller than planned rise in industrial produc- 
tion and, in some cases, a fall in profitability of exports 
resulting from the elimination of differential exchange 
rates.”° 

The Yugoslav plan for 1962 provides for the re- 
sumption of the high rates of expansion achieved 
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before 1961. National income is planned to increase by 
16 per cent, industrial production by 13 per cent and 
agricultural output by 22 per cent. While personal 
consumption is planned to increase less than national 
income, disposable income is also scheduled to increase 
much less than output. It is expected that the measures 
taken to implement this policy will ensure greater price 
stability in 1962 although some price increases are 
anticipated in connexion with the further adjustment 
of the internal price structure in relation to the new 
foreign exchange rate. Great emphasis is placed in the 
plan for 1962 on the development of branches which 
may help to reduce import requirements or to increase 
exports. A considerable improvement in the balance 
of trade is expected as exports are planned to rise by 
18 per cent and imports by 6 per cent. 


°° In order to enable enterprises to adjust to the new condi- 
tions created by the adoption of a single rate of exchange, ex- 
port subsidies were in some cases temporarily retained. These 
took the form of tax exemptions and, in the case of some 
products, of export premiums. However, exports of less profit- 
able items were reduced. 

The effect of the unification of exchange rates was, however, 
to stimulate exports of food inasmuch as the new unified rate 
(750 dinars to the dollar) was substantially above that preyail- 
ing before the reform. Exports of food and, especially, of live- 
stock products did not decline in 1961 despite a fall in output. 
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